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JACKPOT: GAMING THE HOME HEALTH CARE
SYSTEM

MONDAY, JULY 28, 1997

U.S. SENATE,
SpECIAL COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 1 p.m., in room
SD-562, Dirksen Senate Office Building, Hon. Charles Grassley
(Chairman of the committee) presiding.

Present: Senators Grassley, Hagel, Collins, Enzi, Breaux, Glenn,
and Wyden.

Also present: Senator Landrieu.

OPENING STATEMENT OF SENATOR CHARLES GRASSLEY,
CHAIRMAN

The CHAIRMAN. Thank you all very much for coming. I say good
afternoon to you and to everybody. l:lyhis hearing is entitled, “Jack-
got: Gaming the Home Health Care System”. I would like to begin

y extending thanks to my colleagues, and there will be more com-
ing, to our witnesses, and to members of the public for their inter-
est in this critically important issue of fraud, waste, and abuse in
the home health care system.

To begin, I would like to tell you how this hearing came about.
Over the past several months, tie Committee on Aging asked the
FBI, the Department of Health and Human Services, the General
Accounting Office, among others, and we asked each independently
a question like, if you had something to do with the Committee on
Aginﬁ and you only had one hearing that you could hold, what
would that hearing be that the Committee on Aging should con-
duct? The unanimous response was home health care fraud. Why?
Because it is the system’s fastest-growing component and that is a
very good reason.

The numbers associated with home care are truly astronomical.
Imagine in 1989 the taxpayers were spending only $2.6 billion on
home health care. Today, we are spending $18 billion. What is even
more amazing is that in just a few years, we will be spending $21
billion. That 1s a lot of money and that is a meteoric growth.

But the story does not end there. There are legitimate reasons
for growth in home health care. For instance, there are more elder-
ly people in need of home care. In addition, home health allows
people to stay at home instead of going to a nursing home. Do you
k}?owdanyone who ever really wanted to go to a nursing home? Nei-
ther do 1.

n
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But there is a darker side to this story. Some folks are taking
a bite out of every taxpayer’s pocket and that bite is fraudulent.
Sometimes it involves waste and abuse. All of these are rampant.
Home care fraud, waste, and abuse is what this hearing that we
are having today is all about. It is what we are going to discuss.
It is what we are going to see and that is thanks to the FBI. What
is even more important, we are going to put a face on home health
care fraud.

Deterring, identifying, and prosecuting health care fraud as a
general matter is tough. It is resource intensive, it is labor inten-
sive, and it is dependent upon documents. So I thought that it
would be important today to illustrate as vividly as I could the im-
portance of documentary evidence, as lawyers like to call it. So as
part of the hearing today, you are about to witness a videotape of
a ﬁ)hysician caught by the FBI in the act of changing legitimate
billing records prepared by his medical staff. The physician is en-
gaged in plain old health care fraud. These changes cause bills to

e sent to insurance carriers for services either not given or in-
flated to a higher reimbursement rate. When someone engages in
that activity, it is typically called upcoding.

This video was made through the use of a court order. The De-
partment of Justice approved closed-circuit television, allowing the
FBI to install the device in the business area of the physician’s of-
fice. The camera was not in the patient examining area for privacy
reasons. The FBI also took precautions to ensure the privacy of the
patients by not recording patient identification information. Fi-
nally, the FBI has ensured that the defendant, who is now a con-
victed felon, cannot be identified through the use of this videotape
and this hearing. This physician has pleaded guilty to submitting
false claims to the health benefit plan and is serving a prison sen-
tence right now.

I also want to say that this extraordinary investigative technique
was employed as the only method to identify the individual or indi-
viduals responsible for changing the billing records. The correct
billing records were changed for the purpose of increasing the reim-
bursement amounts paid to the doctor.

An often encountered defense used by those committing health
care fraud is that the false billing was the result of some inadvert-
ent billing error committed by the billing clerk. However, with the
invaluable help of the videotape that you are about to see and after
careful review and analysis of the initial and the altered bills ver-
sus the medical charts, the individual responsible, which was the
doctor, is identified for submitting 100 fraudulent claims.

I now would ask Special Assistant Agent in Charge John Lewis
to come to the witness table to explain what we are about to see
in this video. Just so that everyone knows, Special Agent Lewis
during the investigative phase of this case was the supervisor of
the Health Care Fraud Squad in the FBI field office where this in-
vestigation was conducted. Special Agent Lewis, thank you.

Senator BREAUX. Mr. Chairman, I was just wondering whether
other members would get a chance to make some opening com-
ments before we get to the witnesses.

The CHAIRMAN. He is not a witness. He is part of my opening
comment.




Senator BREAUX. All right.

The CHAIRMAN. So yes, we are going to let everybody give open-
ing statements. Everybody is going to be able to give opening com-
ments, but I am not done with mine yet.

Mr. LEwis. Thank you and good afternoon, Senators. On July 29,
1992, a former employee of the physician you are now viewing con-
tacted the FBI and provided infgrmation that led to the opening of
a criminal health care fraud investigation. During the initial stages
of this investigation, we learned that several private insurance car-
riers, Medicare, and CHAMPUS were aware of similar complaints
and, in fact, had initiated internal auditing procedures based upon
the complaints.

Our investigation began with the development of several key
sources of information, including current and former employees of
this doctor. These sources, together with other information, re-
vealed the longstanding scheme to defraud health care insurers.
The scheme was perpetrated by this doctor’s systemic alteration of
medical claim forms for patients seen at either of his two clinics.
Claim forms by the hundreds were altered by this doctor to add fic-
titious charges, fictitious diagnoses, and to upcode medical services
performed.

Our investigation determined that following a patient’s visit to
one of his two clinics, this doctor reviewed nearly every patient
chart and related medical claim form. Alterations were thereafter
made to his own patients’ medical claim forms as well as to pa-
tients of other doctors. This investigation determined that alter-
ations were made by this doctor as much as 6 months after a pa-
tient’s initial visit and then submitted to insurers for payment.

The recurring alterations and unusually high billings caused the
doctor to increasingly fall into disfavor with the health care insur-
ers with whom he dealt. As his fraudulent activities progressed, he
was terminated by a company and then others and was no longer
able to submit claims under his own name. He continued to see pa-
tients and maneuvered around this problem by preparing subse-
quent medical and billing records using another doctor’s name.

Our investigation learned that this doctor effected these changes
by utilizing his computer both at home via modem and in his office
to alter patient medical and billing information contained in his of-
fice’s medical software system. We knew from several live sources
that he was doing this, we were seeing the end results of his fraud
from cooperating insurers, but our investigation to date did not
have the smokin n. We needed to independently corroborate
this information i? uﬁmate prosecution was to yield the highest po-
tential for success.

On December 10, 1993, the FBI obtained appropriate court au-
thority to enter this subject’s clinic and install a closed-circuit video
camera within his private office. From a monitoring site located
elsewhere, agents assigned to this case captured the video images
you are now seeing angn more. Through the use of this investigative
technique, we were able to monitor and record this doctor in the
act of altering patient records in order to inflate charges.

With the help of his own medical office software, we were able
to collect clear evidence of each patient’s original medical informa-
tional entries, all changes made to the original entries, the date
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and time of the changes, and the computer station from which the
changes were made. This video surveillance helped conclude this
investigation by providing a clear image of the person responsible
for making these changes.

During the segment shown here today, this doctor is altering pa-
tient billing information, some of which was later incorporated into
his indictment. In one of the two segments, he is shown wearing
gloves for what you might think is his attempt at avoiding the pos-
sibility of leaving latent fingerprint evidence behind. On this day
where we now know he added a total of $2,700 to billing state-
ments, the gloves are being used to protect his hands from the Jan-
uary cold, that is, the heat was not turned on in his office.

By contrast, this particular day was not one of his best. He went
on to inflate his billings a total of approximately $10,000 in this
particular month. His best day, we would later learn, was $16,000
in added charges.

On March 8, 1994, a series of Federal search warrants were exe-
cuted at his home and his twe clinics. In addition to seizing numer-
ous patient files, a variety of weapons were seized, including a fully
automatic H&K MT-5, one Colt AR-15, an AK—47, and a silencer
fitted for a .22 caliber handgun. We seized approximately $135,000
in cash and uncovered a number of unusual items, such as a tele-
phone voice changer, the Encyclopedia of Revenge, tracer ammuni-
tion, night-vision goggles, and a How to Disappear Completely
manual.

In the search of his home, we also found a burn box, an old rec-
tangular wooden box situated next to the home fireplace and full
of a fire starter of sorts. In the box were about 1,000 patient billin
claim forms that were no longer needed because he had createg
new forms comprised of his fraudulent changes. The subsequent in-
dictment of this doctor would include fraud counts associated with
the medical claim forms found in this box.

On August 24, 1995, the Federal grand jury indicted this doctor
on 137 criminal counts and superceded with a second indictment
on April 24, 1996, charging him with a total of 185 criminal counts.

During this investigation, we uncovered unnecessary medical
tests, such as a laryngoscopy, a procedure normally accomplished
by an ear, nose, and throat specialist where a tube is run down
through a patient’s nose and throat. If you would have seen this
family practitioner during our investigative period complaining of
a sore throat, you would have very likely experienced this proce-
dure. Even more troubling were the sexually transmitted disease
tests run on some of his elderly patients. This doctor also used a
credit service to aggressively pursue patients who either refused or
could not pay their portion of his altered charges.

Perhaps most disturbing in all this was the disregard this doctor
had for his patients’ long-term medical welfare. They became a tool
by which he could scam insurers. In perpetrating this scheme, ficti-
tious medical histories were created for numerous patients who
today are not sure what past diagnoses and treatments were legiti-
mate. Along the same line, insurance companies today maintain an
inventory of medical histories for many of his patients which is in-
accurate. For his patients, how this will affect their future health
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care diagnosis, treatment, and dealing with insurance carriers is
unknown.

On the day before trial was to start, on October 29, 1996, this
doctor entered a plea of guilty to three criminal counts in exchange
for facing trial on all 185. He was later sentenced to 15 months in
the Federal penitentiary, where he is today, a 3-year term of super-
vised release, and was ordered to pay restitution. Last, his license
has been suspended indefinitely by the State licensing authority.

The CHAIRMAN. Thank you. {appreciate that very much, Special

A%&nt Lewis.
r. LEwIS. You are welcome.

The CHAIRMAN. I want to take a minute to comment not on what
ou said but to go on about the oversight of our hearing. Today’s
earing is ﬁoing to concentrate on waste, fraud, and abuse. Now,

of course, this is not to say that everyone in the home health care
industry is crooked. That is simply untrue. Indeed, most, and I
want to emphasize, most of the home health care providers are
honest, caring individuals giving the American taxpayers their
money]s worth.

[The prepared statement of Senator Grassley follows:]

PREPARED STATEMENT OF SENATOR CHARLES GRASSLEY

Good afternoon and welcome to this hearing entitled JACKPOT: Gaming the
Home Health Care System. I would like to begin by extending thanks to my col-
leagues, to the witnesses and to members of the public for their interest in this criti-
cally imfortant issue—fraud, waste and abuse in the home health care system.

I would like to tell you how this hearing came about. Over the past few months
the Committee on Aging asked the Department of Health and Human Services, the
Federal Bureau of Investigation, and the General Accounting Office, among others—
each independently—the following question: If there was onl{ one hearing that
could be oonducteg by the Committee on Agili;g what would it be? The unanimous
response was “home health care fraud.” Why? Because it is the fastest growing com-
ponent in the health care system.

The numbers associated with home care are truly astronomical. Imagine in 1989
taxpayers spent $2.6 billion on home health care. Today we are spending about $18
billion. What’s even more amazing is that the figure is likely to grow to more than
$21 b}illlion in the next few years. That's a lot of money. I call that “meteoric”
growth.

But the story does not end there. There are legitimate reasons for growth in home
health care. For instance there are more elderly people in need of home care. In ad-
gition, home health allows people to stay at home instead of going to a nursing

ome.

But there is a darker side to the story. Some folks are “taking a bite” out of every
tax‘fa{er's pocket. Fraud, waste and abuse are rampant. Home care fraud, waste
and abuse 1s what this hearing is about. It is what we are going to see, thanks to
}he (I;BI. Even more important, we are going to put a face on home health care
raud.

Deterring, identifying and prosecuting health care fraud is tough. It is resource
intensive, labor intensive and dependent on documents. So, I thought that it would
be important today to illustrate, as vividly as I could, the importance of “documen-
tarl'\y evidence.”

s part of the hearing today, you are about to witness a videotape of a physician
caught by the FBI in the act of changing legitimate billing records prepared by his
medical staff. The physician is engaged in health care fraud. These changes caused
bills to be sent to insurance carriers for services either not given or inflated to a
higher reimbursement rate, what'’s typically called “apcoding.”

is video was made through the use ol'y a court order. The Department of Justice
approved closed circuit television (CCTV) allowing the FBI to install the device in
the business area of the physician’s office. The camera was not in the patient exam-
ination area for privacy reasons. The FBI also took precautions to ensure the pri-
vacy of the patients by not recording patient identifying information. Finally, the
FBI has ensured that the defendant, who is now a convicted felon can not be identi-
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fied through the use of this videotape in this hearing. This physician has pleaded
guilty to submitting false claims to a health benefit plan and is serving a prison
sentence.

I also want to say that this extraordin investigative technique was employed
as the only method to identify the individual or individuals responsible for changing
the billing records. The correct billing records were changed lg: the purpose of in-
creasing the reimbursement amounts paid to the doctor. An often encountered de-
fense used by those committing health care fraud is that the false billing was the
result of some inadvertent billing error committed by the billing clerk. However,
with the invaluable help of the video tape you are about to see and after a careful
review and analysis of the initial and the altered bills versus the medical charts,
the individual responsible, a doctor, is identified for submitting hundreds of fraudu-
lent claims. I would ask that Assistant Special Agent-In-Charge John Lewis come
to the witness table to explain what we are about to see in this video. Just so every-
one knows, Special Aielnt Lewis, during the investigative {)hase of this case, was
the supervisor of the Health Care Fraud squad in the FBI field office where this
investigation was conducted. ]

Today’s oversight hearing is concentrated on waste, fraud and abuse. Now this is
not to say that everyone in the home health care industry is a “crook”—that is sim-
ply untrue—Indeed most of the home health care providers are honest, caring indi-
viduals, giving the American taxpayer—their money’s worth.

In discussion of our five witnesses, we have on one panel an indi-
vidual who knows firsthand about home health care fraud because
she is presently serving a 33-month sentence in Federal prison for
home health care fraud.

The second panel is made up of two witnesses representing the
Office of Inspector General of the Department of Health and
Human Services and the General Accounting Office. These wit-
nesses will provide us with findings of several intensive reviews
that they completed recently regarding home health care.

The third panel has two witnesses, as well. One panelist rep-
resents a fiscal intermediary for the Medicare health care and I am
proud to say that that is headquartered in my State of Iowa. The
second and final panelist is the Secretary of Health for the State
of Louisiana.

Finally, before turning to Senator Breaux and my other col-
leagues, I want to continue to encourage every American, every
American who pays taxes, who has e]deﬁy parents, who has ag'ing
family members, and who will one day, with a little luck, grow ol
graciously, to continue helping the law enforcement community. We
all know that when it comes to Medicare payments, the old adage
that the Government pays for it is really a joke on all of us. The
Government does not pay for Medicare. You do, I do, and we all
do. Your continued help is critical in helping to keep the safety net
of home care available to those who need it today and for those
who will need it tomorrow.

Senator Breaux.

OPENING STATEMENT OF SENATOR JOHN BREAUX

Senator BREAUX. Thank you very much, Mr. Chairman. These
hearings are, indeed, extremely important. They are long overdue.
We should be holding more hearings such as this, and on a regular
basis. I am delighted with your observation that this is not in-
tended to be an indictment of home health care in general because
there are notable and outstanding examples of where home health
care has reduced costs for the Medicare Program and provided very
valuable services to the people who receive those services.
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But having said that, there is also a problem in this particular
area as there are problems in other areas of Medicare with regard
to how we spend the taxpayers’ dollars. It is interesting, I think,
that when we face the task of trying to save the Medicare system
for the 38 million Medicare beneficiaries in this country that we
have not been very innovative in how we go about doing it. Every-
body says to those of us in Congress and in policymaking positions
that they want us to do what is necessary in order to save Medi-
care. If we do nothing, Medicare will become insolvent in the year
2001. That is right around the corner.

But every time suggestions are made as to what should be done,
people say, fix it, but not that way. Fix it, but do not increase my
premiums. Fix it, but do not cut my benefits. Fix it, but do not in-
crease the eligibility age. But, Senator, fix it.

We are rapidly running out of choices as to how we fix it. This
is not an easy problem. Every year we have tried to fix it by what
I call the SOS plan, same old, same old. Cut doctor fees, cut hos-
pital reimbursements and say that we have fixed it. As an exam-
ple, in this year’s budget are recommendations to save about $115
billion from the Medicare Program using the SOS method. This
means we will cut reimbursements to doctors and hospitals.

I note that in the testimony we will hear today and the papers
that will be presented to the committee that the Office of Inspector
General of the Health and Human Services Administration esti-
mate that the net overpayments in the program for Medicare fee-
for-service benefits for fiscal year 1996 were $23.2 billion. That is
net overpayments for 1 year. If you multiply that by five, you come
up with about the exact amount we are supposed to save out of
Medicare over the next 5 years, in fact, a little bit more.

So, the point is that if we could just correct all of the overpay-
ments, then we could get the same amount of savings that we are
getting by cutting reimbursements to doctors and hospitals. I would
think that preventing overpayments would make a great deal of
sense.

But that is not possible when Medicare intermediaries review
only 3 percent of all claims that are sent to Medicare. It is our re-
sponsibility as Members of Congress to improve upon that, because
we used to look at over 50 percent of claims. Now we look at 3 per-
cent. No wonder over 5 years it is about $116 billion that are sent
out in overpayments because we do not do enough to audit claims.

So the purpose of this hearing is to find out how we can better
manage what is indeed a very important program and hopefully
this committee will be able to come up with some good suggestions.
I thank you for having the hearing.

[The prepared statement of Senator Breaux follows:]

PREFARD STATEMENT OF SENATOR JOHN BREAUX

Thank you Mr. Chairman. This is a hearing that is long overdue. In recent
months, we have heard how the home health benefit is out of control and today,
we will learn why.

Medicare, which pays for 60 percent of all home health care delivered in the Unit-
ed States, has seen spending for the benefit skyrocket from $2.6 billion in 1989 to
$17.7 billion in 1996. As we will hear today, home health care is viewed as one of
the most fraud-prone Medicare benefits. As we consider ways to save the Medicare
trust fund, we must first look at ways to end fraud.
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As part of its reconciliation bill, Congress is expected to call for a prospective pay-
ment system for home health care. By moving the Medicare home health benefit
from a cost-based payment system to one established prospectively, some of the
types of fraud today’s lead witness committed against Medicare will not be possible.

owever, some savvy criminals will always try to find a way to scam any system,
so I look forward to hearing how we can avoid fraudulent behavior as we change
the payment system.

As we are'passing out blame for the problems we will hear about today, we must
accept our responsi ilitg for the rapid increase in home health expenditures. Before
1980, beneficiaries could qualify for home health care under Part A only after a min-
imum three-day hospital stay and were limited to 100 visits. OBRA 1980 revoked
those policies, allowing more enrollees to qualify for services and permittinf more
visits. ile the vast majority of beneficiaries receiving home health care truly need
it s}(lmze don’t, and it appears that some home health operators are taking advantage
of that.

The fact that there are problems with oversight of the Medicare home health ben-
efit is, unfortunately, not new. Numerous GAQ reports over the years—with titles
such as “Need to Hold Home Health Agencies More Accountable for Inappropriate
Billin%s"——have made it clear that claims are inadequately reviewed by tﬁe g‘ledi-
care claims-processing contractors, which are ultimately overseen by the Health
Care Financing Administration.

At today’s hearing, the GAO and the Inspector General of the Department of
Health and Human Services will give us new information on the extent of home
health fraud. For example, we will hear that 40 percent of the total services pro-
vided by home health care providers in four selected States should not have been
paid. That is shocking information.

I am glad that we will not be hearing only about problems at today’s hearings,
but also about solutions. I am confident that the people we have assembled here
today can help us come up with a plan for combating home health fraud.

I am especially interested in hearing from my State’s Secretary of Health and
Hospitals, Bobby Jindal, who has lead the way in curbing Louisiana’s Medicaid
spending on improper home health care. Secretary Jindal has taken an aggressive
stance against fraud. For example, since October 1995, 15 home health agencies
have been excluded in Louisiana because of abuse, fraud, poor business practices or
a lack of quality services. Jindal's leadership against fraud has resulted in an
million reduction in Medicaid spending over the last two years in Louisiana.

I hope we can continue our bipartisan work and take what we learn today and
craft a solution that will protect those providers who are being honest and those
beneficiaries who truly need to use the benefit.

The CHAIRMAN. If my staff got the names right, this is the order
we will go. Senator Enzi, Senator Collins, Senator Wyden, Senator
Glenn, and then Senator Hagel.

Senator Enzi.

OPENING STATEMENT OF SENATOR MIKE ENZI

Senator ENz1. Thank you, Mr. Chairman. I appreciate your hold-
ing this hearing concerning the mounting fraud and abuse that
plagues our Nation’s home health care system. This is a very seri-
ous problem, indeed. It has been pointed out how that could take
care of the deficit in the program over the next 5 years.

Americans are becoming more and more aware of how their
hard-earned tax dollars end up in the pockets of cheats and swin-
dlers. Nothing gets the blood circulating faster than seeing a news
report illustrating health care fraud and abuse. Make no mistake,
these folks are out there. The immediate good question on the
minds of taxpayers is, What is our Government doing about it?

Federal agencies, of course, have intensified their efforts over the
past few months to identify, prosecute, and penalize providers and
others involved in fraudulent activities related to Medicare, Medic-
aid, and other health programs. I firmly believe that these efforts
are the result of the numerous media reports documenting exam-
ples of fraud and abuse, increased attention to the issue by Con-
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gress as well as reports by the General Accounting Office and more
concern by the recipients.

These efforts, however, must be broadened if any real progress
is to be made. The General Accounting Office estimates that health
care fraud and abuse ranges from 5 to 10 percent of total health
expenditures under both public programs and private insurance
programs. That is a staggering figure.

r. Chairman, I wou f ask that my entire statement be included
in the record and would conclude by saying that I am pleased that
Congress and the administration value the importance of combat-
ing fraud and abuse. It is critical, however, that we do not hit the
brakes before the light turns red. This is a complex problem that
requires carefully crafted legislation as well as cooperation from
the home health care providers.

Many legislative remedies have and are being considered, but
they are only treatments. The cure for this plague has not yet been
found. I am hopeful that these hearings and é;]gress and the ad-
ministration and the home health care providers will continue to
work together in finding that cure. Thank you, Mr. Chairman.

Thf1 HAIRMAN. Your entire statement will be included in the
record.

[The prepared statement of Senator Enzi follows:]

PREPARED STATEMENT OF SENATOR MICHAEL B. ENzZI

Thank you, Mr. Chairman. I appreciate your holding this hearing concerning the
mounting fraud and abuse that pgagues our nation’s home health care system. This
is a ver{1 serious problem, indeed. Americans are becoming more and more aware
of how their hard-earned tax dollars end up in the pockets of cheats and swindlers.
Nothing gets the blood circulating faster than seeing a news report illustrating
health care fraud and abuse. Make no mistake, these folks are out there. The imme-
di"ate question on the minds of taxpayers is, “What is our Government doing about
it?”

Federal agencies have intensified their efforts over the past few months to iden-
tiff', prosecute, and penalize providers and others involved in fraudulent activities
related to Medicare, Medicaid, and other health programs. I firmly believe that
these efforts are the result of numerous media reports §:cumenting egregious exam-
ples of fraud and abuse, increased attention to the issue by Congress, as well as
reports from the General Accounting Office (GAQ) highlighting the need to address
this problem. These efforts, however, must be broadened if any real progress is to
be made. GAO estimates of health care fraud and abuse range from § to 10 percent
of total health expenditures under both public programs and private insurance
plans. This is a staggering figure!

In 1995, Congress included numerous provisions that aggressively talget,ed health
care fraud and abuse in the Budget Reconciliation bill. This bill proposed an entirely
new program that would encourage beneficiaries to report cases of fraud and abuse
to Federal authorities; a new criminal statute for health care fraud with specific
criminal penalties for theft, embezzlement, false statements and other crimes
against health care plans; a new anti-fraud and abuse program to coordinate Fed-
eral and State efforts in this area; additional resources for investigators, auditors,
and prosecutors; increased civil monetary penalties for over-billing and unnecessary
services that are billed to Medicare and Medicaid; tough sanctions on Medicare
HMO’s that fail to comply with their contractual obligations (including quality of
care); and, a new database for tracking final adverse actions taken against health
care providers. These are very siﬁniﬁcant steps that go a long way towards discour-
aging and preventing abuses of the Medicare and Medicaid Programs. Although this
legislation was not signed into law, I do believe that it was the catalyst for bills
currently being considered by Congress.

The Health Insurance Portability and Accountability Act was signed into law last
year. This important measure includes a fraud and abuse control program as well
as revisions to existing sanctions for fraud and abuse. Such sanctions include man-
datory exclusions from participation in Medicare and State health care programs;
establishment of a minimum period of exclusion for certain individuals and entities
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subject to permissive exclusion from Medicare and State health programs; permis-
sive exclusion of individuals with ownership of control interest in sanctioned enti-
ties; sanctions against practitioners and persons for failure to comply with statutory
obligations; intermediate sanctions for Medicare HMO's; additional exception to
anti-kickback penalties for risk-sharing arrangements; as well as a criminal penalty
for fraudulent disposition of assets in order to obtain medical benefits. I am pleased
to say that these revisions are now law,

Although many provisions are already being enforced, fraud and abuse continues
to spoil our nation’s home health care system. Congress will begin debate as early
as this week on the current Budget Reconciliation Act. There are several anti-fraud
and abuse penalties and program integrity safeguards included in this bill that
would provide additional exclusion and civil monetary penalty authority; improve-
ments for protecting the integrity of Medicare through surety bonds and accredita-
tion and requirements to furnish diagnostic information; and require that all skilled
nursing facilities bill for all Part B services. In addition, the Medicaid Program pro-
visions in this bill would include a number of anti-fraud, waste and abuse reforms
including a ban on spending for nonhealth-related items; a requirement that suppli-
ers of durable equipment provide full disclosure of information and a surety bond;
a recs;irement for a surety bond for home health agencies; conflict of interest safe-
guards to Federal and State personnel; the ability of States to refuse to enter into
agreements with individuals or entities convicted of felonies. The bill would also re-
quire the Health Care Financing Administration to develop mechanisms to monitor
and prevent inappropriate payments made on behalf of individuals who are “dually
eligible” for Medicare and Medicaid and monitor the coordination of care for these
individuals. States would also provide programs to protect beneficiaries in managed
care. Moreover, individuals or entities would not be allowed to improperly use the
bankruptcy code to avoid exclusion or Medicaid debts. These additional provisions,
I believe, are necessary and should become law.

I do not believe that legislation alone can control fraud and abuse. Health care
providers must have a comprehensive understanding of the law. The addition of in-
ternal self-audits by providers must accompany the Government’s efforts to mini-
mize the risk of illegal activities. It is important that home health providers as a
whole do not inherit a negative image from a handful of criminals. The National
Association for Home Care%ms helped put individuals and providers of services who
have evidence of fraudulent conduct in touch with the Department of Health and
Human Services Office of Inspector General. The addition of such assistance to the
process allows the Office of Inspector General to target its resources on the “bad
actors.” We must first focus our attention on the most egregious cases of fraud.
That’s where the big bucks are. After that, we can concentrate on the smaller, less
egregious cases that often occur due to heavy paperwork requirements.

1 am pleased that Congress and the Administration value the importance of com-
bating fg'aud and abuse. It is critical, however, that we don’t hit the brakes before
the light turns red. This is a complex problem that requires carefully crafted legisla-
tion as well as the cooperation from health care providers. Many legislative rem-
edies have and are beinF considered, but they're only treatments. A cure for this
plague has not yet been found. I am hopeful that Congress and the Administration,
anﬂlome health care providers will continue to work together in finding that cure.

The CHAIRMAN. Senator Collins.

OPENING STATEMENT OF SENATOR SUSAN COLLINS

Senator COLLINS. Thank you very much, Mr. Chairman. I want
to thank you for holding this hearing this afternoon. You have been
a real leader in the effort to combat waste and fraud and abuse in
the Medicare budget, particularly the home health care program.

As the chairman knows, ferreting out waste, fraud, and abuse in
the Medicare budget is a very difficult task. We often wish that
there were a line item entitled “waste, fraud, and abuse” that we
could simply strike from the budget and be done with it. But it is
essential that we resolve this proilem if we are going to meet the
home health care needs of millions of Americans who depend upon
this very important program.

Home health care agencies provide invaluable services that have
enabled a growing number of the most vulnerable Medicare bene-
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ficiaries to avoid premature institutionalization and to stay just
where they want to be, in their own homes. As a consequence, the
number of Medicare home health care beneficiaries has more than
doubled in recent years and Medicare home health spending has
soared from $2.7 thon in 1989 to $17.1 billion in 1996.

Mr. Chairman, as we review this issue, I think it is important
for us to keep in mind that there are a number of legitimate rea-
sons for this growth in home health spending. There are increasing
numbers of E‘T il elderly with multiple chronic health care prob-
lems. In fact, the largest segment of the elderly population that is
growing most rapidly is the oldest of the old, those 85 years old or
older, and they are the most frequent users of home health serv-
ices.

In addition, hospitalized Medicare patients are being discharged
quicker and, some would say, sicker and in need of more home
health services. Technological advances have made possible a level
of care in the home that previously was available only in hospitals
or other institutions.

The real question before this committee this afternoon is not
whether this rapid growth in home health services has been appro-
priate but rather whether it has been effectively and efficiently
managed so as to ensure the quality of the services and to protect
against unscrupulous providers. The testimony that we will hear
this afternoon demonstrates clearly that it has not.

At a time when home health care costs and utilization have been
on the rise, controls and oversight of the program remain virtually
nonexistent. We have all heard accounts of fraud and abuse in the
home health industry. The chairman participated in hearings that
I held last month before the Permanent Subcommittee on Inves-
tli ations in which he contributed very valuable testimony and in

ich we heard of Medicare paying for gourmet popcorn, for luxury
automobiles, and for care delivered to phantom patients. That is
the kind of fraudulent and abusive practice that costs the Medicare
Program billions of dollars every year.

As the ranking minority member mentioned, GAQ’s latest esti-
mate and the Department of Health and Human Services Inspector
General’s estimate is that we are losing an astronomical $23 billion
to unscrupulous providers.

The fact is that few home health care claims are reviewed and
payment is often made without question. Medicare rarely checks to
see whether patients are eligible, whether they are actually home-
bound and in need of home health services, or even whether they
received services for which Medicare has been billed.

Beneficiaries, on the other hand, have been led to believe that
Medicare certification amounts to the “Good Housekeeping Seal of
Approval” for home health agencies. As we will hear this afternoon,
that is simply not the case. In the hearings held before the PSI
Subcommittee, we learned of former cab drivers, convicted drug fel-
ons, and other people without backgrounds easily getting certified
for home health care services. Once the certification is granted, it
too often amounts to a lifetime membership. Very few providers, in
fact, less than three-tenths of 1 percent in 1996, were involuntarily
terminated from the program.
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Clearly, reforms are necessary to improve the administration of
home health benefits and to protect Medicare from fraud and
abuse. However, Mr. Chairman, as we proceed, it is very important
that we not lose sight of the fact that this is a program that serves
our most vulnerable Medicare beneficiaries. Home health care
users tend to have out-of-pocket costs that are much higher than
the overall Medicare population. They also tend to be poorer, sick-
er, older, and more likely to live alone.

We must tighten up this program. We must eliminate the waste,
fraud, and abuse that plagues it if we are to continue to have the
resources necessary to service this most vulnerable of populations.

I look forward to hearing the testimony, and again, I thank you
for your leadership.

[The prepared statement of Senator Collins follows:]

PREPARED STATEMENT OF SENATOR COLLINS

Mr. Chairman, thank you for calling this afternoon’s hearing to examine the in-
%reasfilgg incidence of fraud and abuse associated with the Medicare home health

enefit.

America is growing older. It is not just that there are more Americans over 65.
It is also that older Americans are ]ivin¥ longer. Americans 85 and older—our oldest
old—are the fastest growing segment of our population. This is also the population
most at risk of the multiple and interacting health problems that can lead to disabil-
ity and the need for long-term care.

Home health agencies provide invaluable services that have enabled a growin
number of these vulnerable Medicare beneficiaries to avoid premature institutional-
ization and stay just where they want to be—in their own homes. As a consequence,
the number of Medicare home health beneficiaries has more than doubled from 1.7
million in 1989 to 3.9 million in 1996, and Medicare home health spending has
soared from $2.7 billion in 1989 to $17.1 billion in 1996.

Mr. Chairman, there are a number of legitimate reasons for this growth in home
care spending. There are increasing numbers of frail elderly with multiple, chronic
health problems. Hospitalized Medicare patients are being discharged quicker, and
technological advances have made possible a level of care in the home that pre-
viously was only available in hospitals and other institutions.

I think that the real question before the Committee this afternoon is not so much
whether this rapid growth in home health services has been appropriate, but rather,
has it been effectively managed. The testimony we will hear this afternoon dem-
onstrates that clearly it has not.

At a time when home health care costs and utilization have been on the rise, con-
trols and oversight of the program remain virtually nonexistent.

We have all heard the accounts of fraud and abuse in the home health industry—
stories about Medicare paying for gourmet popcorn, for luxury automobiles, or for
care delivered to “phantom patients.” The &airman delivered valuable testimony
at a hearing of the Permanent Subcommittee on Investigations that I chaired last
month where we heard testimony about these and other kinds of fraudulent and
abusive practices that cost the Medicare program billions of dollars every year. At
that hearing we learned that an astounding 14 percent of all Medicare spending is
the result of improper payments, which amounts to an astronomical $23 billion a

ear.
y The fact is that few home health claims are reviewed and payment is made with-
out question. Medicare rarely checks to see whether patients are eligible, whether
they are actually homebound or in need of home care, or even if they have received
the services for which Medicare has been billed.

Beneficiaries have been led to believe that Medicare certification amounts to a
“Good Housekeeping Seal of Approval” for home health agencies. As we will hear
this afternoon, ‘E\is is simply not the case. Virtually anyone can be certified as a
Medicare home health provizf:ar. No prior health care experience is required, and ap-
slicants are rarely if ever turned away. As a result, there are examples of taxi-cab

rivers, pawn shop owners, bartenders, and even convicted drug felons—all being
certified as home health providers by Medicare.

Moreover, Medicare certification amounts to a “lifetime membership.” Once cer-
tified, home health Emviders are rarely dropped from the program, regardless of
their compliance with Medicare health and safety requirements or attention to pa-
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tient care. In fiscal year 1996, only about three tenths of a percent of home health
agencies were involuntarily terminated from the program.

Clearly, reforms are necessary to improve the administration of the home health
benefit and to protect Medicare from fraud and abuse. However, I am concerned
that we not lose sight of the fact that this is a program that serves our most vulner-
able Medicare beneficiaries. Home health users tend to have out-of-pocket health
care costs that are much higher than the overall Medicare population. They also
tend to be poorer, sicker, older, and more likely to live alone.

While tighter program controls are clearly necessary, we should therefore take
care to make certain that our efforts to control costs and utilization do not unduly
restrict or limit access to this important benefit for those Medicare beneficiaries who
truly need home care services.

Again, thank you for calling this hearing Mr. Chairman, and I look forward to
the upcoming testimony.

The CHAIRMAN. Thank you, Senator Collins.

Senator Wyden.

OPENING STATEMENT OF SENATOR RON WYDEN

Senator WYDEN. Thank you, Mr. Chairman. I, too, want to com-
mend you for the excellent work that you have done. It is quite
clear that these oversight hearings are an absolutely key compo-
nent of rooting out this fraud and abuse and I want you to know,
Mr. Chairman, I am very much in support of your efforts.

Mr. Chairman and colleagues, in my view, the paying of home
health claims today is sort of like Dodge City before the marshals
showed up. There are essentially no rules and anything goes.

Mr. Chairman, going back to my days with the Gray Panthers,
where I served before I was elected to the Congress, I have noticed
a pattern here that may help us to deal with these frauds in a
more comprehensive way. W?:at you have is a situation where
those that would exploit the elderly and would exploit these pro-
Erams look for areas of bﬁgrowth and obviously home health care

as been such an area. They read the rules and they look for the
loopholes, and they try to exploit the new technologies. We saw a
bit of that on the tape.

I guess the question then becomes, Mr. Chairman, given the fact
that we have watched some of these sleazy characters exploit one
program after another, Medigap one year, home health another
year, the question becomes, what are some of the key tools that we
can look at in order to root this out? There are two tools that I
would like to see us examine and that I am going to focus on today.
- One is it seems to me when you have someone who, on a re-
peated basis, exploits these programs and rips them off, they ought
to be kicked out of the program. Kicked out forever. I note that the
General Accounting Office said in their report that home health
agencies repeatedly cited for serious deficiencies are rarely termi-
nated or otherwise penalized. It would seem to me that if you are
engaged on an ongoing basis in ripping off these programs, you
ought to be permanently kicked out. Or, as we call it in Washing-
ton, debarred from the program and not allowed to participate in
the future.

The second area that I hope we will examine is whether more
can be done to empower the consumer to help us identify and fight
these frauds. As you know, Mr. Chairman, several documents are
made available to seniors, the Part A benefits notice, the Part B
explanation of Medicare benefits, but I am not convinced that
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enough is being done to empower the consumer to help in the iden-
tification of these frauds.

It would seem to me with the experts that we have today we
ought to ask about debarring. We ought to ask about kicking these
people out of the program for all time. We ought to examine new
ways of fighting fraud, perhaps by giving a share of any fraud
found, a kind of bounty, as some have called it, to those who iden-
tify these frauds.

is is a bipartisan matter and I look forward to working with
you and all our colleagues to address this issue. Even more impor-
tantly, to see if we can come up with a set of tools so that, when
we wall off this area of health care, we do not just find in 6 months
that these crooks who are not exactly technological simpletons have
just gone on to some other area where they exploit seniors and tax-
payers. I thank you for the time.

The prepared statement of Senator Wyden follows:]

PREPARED STATEMENT OF SENATOR WYDEN

Mr. Chairman, I'd like to thank you and our Ranking Minority Member, Mr.
Breaux, for holding this hearing on a very important issue.

I have emphasized again and again lt'.{mt edicare needs to be modernized and
protected for the coming generations of retirees. This Congress has demonstrated
that there is a bipartisan interest in preserving and modernizing Medicare, and an
acknowledgement that doinélso requires difficult decisions: At what age should
someone receive Medicare? Should we means-test Medicare benefits? If so, to what
extent? And so on.

The Inspector General estimated this program last year lost $23 billion through
waste, fraud, and abuse—on this issue it's somewhat easier to find common ground.
Everyone condemns it, and rightfully so. While we must never pretend that address-
ing waste, fraud, and abuse is enough to “save” Medicare, we need to structure the
program such that it minimizes incentives to cheat the system—and maximizes the
penalties for those who do. Furthermore, I believe that our best partners in policing
the system are the beneficiaries themselves—our seniors who receive Medicare. We
need to enlist their help in identifying and eliminatin%:vaste, fraud, and abuse in
Medicare. I would like to propose that we consider a bounty system where smart
Medicare consumers are rewarded for their efforts—they should get a share of the
savings to the Government whenever they identify abusive or fraudulent practices.

I understand that the False Claims Act already provides a vehicle for sucking
fraud out of the system by allowing beneficiaries to sue on behalf of the Government
and be rewarded when they are successful. Still, just because somethin%stays out
of the courts does not mean that the sharp-eyed beneficiary deserves nothing when
the Health Care Financing Administration (HCFA) collects a re-payment. Last
year's Kennedy-Kassebaum legislation created a program that shares some repay-
ments with the beneficiary. But, we must ensure that this program offers strong
enough incentives to report fraudulent behavior. Indeed, we may need to offer a
higher percentage of the ref)ayment to the beneficiary.

erhaps more importantly, if beneficiaries are going to be blowing the whistle on
waste, fraud, and abuse, they need information, maybe more information_than they
are currently receiving. Only when Medicare consumers are empowered with the
right information can they make a difference. I am currently investigating to what
extent this information is available to our beneficiaries. If they don’t have it, we
need to get it to them. Is their Part A “Benefits Notice” of their Part B “Explanation
of Medicare Benefits” complete enough, and user-friendly enough to allow them to
help us on the fraud-fighting front?
b e home health benefit that we are examining today is particularly prone to
abuse.

As currently structured Medicare makes the benefit entirely open-ended. As a re-
sult, Medicare gets billed too often for a vaguely-defined service, effectively adding
long-term in-home care to the benefits package. The solution is not, as some propose
to saddle the frail elderly—the sickest of all Medicare beneficiaries—with
copayments that reduce the use of the home health benefit.

e must ensure that home health agencies provide the benefits when necessary,
and do not provide them when they are not necessary. We can do this without bur-
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dening our seniors. And, we can help ourselves by enlisting our seniors in the quest
to identify fraud, as I've said. Still, tﬁat’s just one part of the equation.

The other part I addressed is the Medicare Modernization and Patient Protection
Act, S. 386. There I suggested payment refinements that would force home health
agencies to spend their Medicare dollars responsibly—and suggested that we even-
tually introduce prospective, episode-based payment for home health providers.

This would ensure that the home health benefit is not abused by unscrupulous
home health agencies, which regard it as an open-ended, in-home, long-term care
benefit paid by Medicare. We don’t have to rely on our sickest and frailest bene-
ficiaries to pay for home health. Instead, we can ensure that home health agencies
do not have the incentive—or the ability—to rip off Medicare.

Our beneficiaries can and will police the health care system for Medicare fraud.
They should be rewarded for doinE so—whether they find it in home health or other
places in Medicare. We must make sure that they have the tools to be savvy con-
sumers, and are able to blow the whistle when it needs to be blown.

That said, Mr. Chairman, I look forward to learning more from today’s witnesses.

The CHAIRMAN. You obviously know I agree with you on the very
strong point you made on empowering the consumers.
Senator Hagel.

OPENING STATEMENT OF SENATOR CHUCK HAGEL

Senator HAGEL. Mr. Chairman, thank you. I have a statement
that I will submit for the record. I look forward to the testimony
of our witnesses this afternoon and appreciate your leadership on
this issue. Thank you.

The CHAIRMAN. Thank you, and your statement will be included
in the record, as everyone’s will be if you have a statement beyond
your opening oral comment to make.

[The prepared statement of Senator Hagel follows along with pre-
pared statements of Senators Glenn and Burns:]

PREPARED STATEMENT OF SENATOR HAGEL

Thank you, Mr. Chairman. I appreciate your calling today’s important and timely
hearing. 1 look forward to hearing from our panelists this afternoon as they discuss
ways to spot and weed out fraud and abuse in the Medicare home health care sys-
te

m.
This hearing will help to shed light on some of the schemes used to defraud Medi-
care—schemes that cost beneficiaries and taxpayers alike billions of dollars each
year. It will help to expose the depth of fraud in home health care and reveal nu-
merous deficiencies in the current system. It will help us to inform our constituents
on ways they can work together with Congress and the enforcement community to
reduce and deter fraud in home health care. Most importantly, this hearing will
help us to find and develop long term solutions to this problem.
nfortunately, home health care has become a cash cow for unscrupulous provid-
ers. The easing of certification requirements, expansion of home health care cov-
erage, and the absence of adequate review mechanisms have resulted in a system
riddled with waste, fraud and abuse. This is unacceptable. This is also a rapidly
growing problem. The number of home health care beneficiaries increased from 1.7
million in 1989 to 3.9 million in 1996. At an average of 72 visits per beneficiary
in 1996, the total number of home health care visits this year may well exceed 280.8
million. Greater reliance on home health care means greater opportunities for dis-
honest providers.

The Department of Health and Human Services (HHS) alarming]ﬁ re@x'ts that
40 percent of total claims submitted by home health care agencies in New York, Illi-
nois, Texas, and California should not have been paid—a loss in these States alone
of about $2.6 billion dollars. Similar conditions likely exist throughout the Nation.
In fact, HHS found that problem providers account for roughly 18 percent of total
Medicare home health spending in the U.S.

To make matters worse, a recent Government Accounting Office (GAO) report re-
vealed that few problem providers have been removed from the system. In fiscal
year (FY) 1996 alone, only 3 percent of all certified agencies were terminated. Most
of these were so-called “voluntary” terminations arising from mergers or closures.
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Only a small fraction of these providers (0.3 percent) were actually terminated for
breaking the rules.

Clearly, we need to overhaul this system. Common sense reform proposals include
moving to prospective payment and requiring the bonding of new home health agen-
cies and existing problem agencies. In addition, we must seriously consider institut-
ing regular follow-up investigative audits for abusers, as well as requiring providers
to pay an application fee to cover the cost of on-site inspection. This would help to
ensure that providers are legitimate before they can enter into the Medicare pro-
gram.

We must work hard to solve this problem. There is no room for fraud or abuse
of any kind in Medicare. This program already faces substantial financial chal-
lenges. However, if we can solve problems like this one, we will go a long way to-
wlziill('d helping revitalize the Medicare system for beneficiaries and honest providers
alike.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF SENATOR GLENN

Mr. Chairman, I look forward to today’s hearing of the Senate Special Committee

on AginF to look at ways to ensure that Medicare home health expenditures are
payi]n or needed care for older Americans, not to make fraudulent providers
wealthy.
The Kledicare home health benefit is receiving a great deal of attention due to the
rapid increase in expenditures for home care. As we will hear today, too much of
this increase is due to Medicare fraud on the part of home health care providers.
I look forward to hearing from today’s witnesses on the estimated amount of over-
payments Medicare makes due to fraud and abuse in the home health program, and
on recommendations for remedying the current situation. This is an issue that we
are also looking into over on the Governmental Affairs Committee, on the Perma-
nent Subcommittee on Investigations.

There are many legitimate reasons for the increase in Medicare spending for
home care, such as earlier hospital discharges, the ability to provide more intensive
services at home, and our increased longevity. Although today’s hearing focuses en-
tirely on fraud and abuse, we must keep in mind the importance of iome health
care to Medicare recipients and their caregivers, and to the savings that can be
achieved by the appropriate use of this benefit.

Finding effective solutions for eliminating fraud and abuse in the Medicare home
health benefit will free up resources that can be used to provide necessary home
health services for our growing elderly population. This is an important issue today
and as we plan ahead to meet the challenges presented by the aging of our society.

3 look forward to hearing from today’s witnesses and thank you for being with us
today.

PREPARED STATEMENT OF SENATOR BURNS

1 want to thank Chairman Grassley for holding this hearing on the vitally impor-
tant issue of abuse and fraud by Medicare-certified home health agencies. This is
also a very timely hearing as Congress is on the verge of addressing, in part, the
problems with Medicare’s home health payment policy by mandating a proh?ective,
or fixed, payment system. Such a system playeg a l{ey role in bringing Medicare
hospital payments under control, and it should be adopted for home health services
as soon as possible.

We are privileged to receive testimony from the General Accounting Office and
the Inspector General’s Office of the Department of Health and Human Services on
the waste and abuse in the home health area. This testimony is shocking. Home
health services will account for nearly $18 billion in Medicare payments this year,
or nearly 10 percent of Medicare's costs, compared with $3.5 billion in 1990. ile
we don’t know for sure how much of the $18 billion is due to fraud and abuse, we
can get a pretty ood picture based on what the IG’s testimony refers to as “problem

roviders.” The IG found that 25 percent of home health agencies in New York,
g‘lorida, Tllinois, Texas, and California were problem providers, meaning they met
one or more of the criteria indicating possible fraud or abuse. These criteria include
submitting inappropriate costs, not submitting costs on time, submitting claims for
services not provided, having certification deficiencies, and having been referred to
the Office of Inspector General by the regional home health intermediary. We can
assume that if one quarter of the home health agencies in the five largest States
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are problem Eroviders, there is a comparable number of problem providers in other
States as well.

The GAO testimony pinpoints the fundamental problem with Medicare’s home
health program: nearly any home health agency can become Medicare certified, and
once certified, J)ractically no agency is kicked out of the Medicare Program. If an
afency is found to be out of compliance with the certification standards, it can sim-
ply implement corrective actions, and usually no follow-up survey is made to ensure
compliance. In fiscal year 1996, according to the GAO, 0.3 percent of certified agen-
cies were involuntari Klterminated by Medicare. If we are going to get a handle on
home health abuse, Medicare must implement and enforce rigorous certification
standards and permanently terminate problem agencies.

Medicare provides much-needed home health services to millions of Americans
who would otherwise receive higher cost treatments in hospitals or nursing homes.
Yet the entire industry is under a cloud created by those agencies that cheat Medi-
care. In Montana, as in other parts of rural America, home health care is a godsend
to seniors who don't have easy access to a health care facility and who would prefer
to stay at home when possible. Home health fraud and abuse directly affects those
seniors who receive substandard care, but all seniors suffer when the integrity of
the home health program is cast into doubt. Todaéls testimony highlights the key
problem areas, and I look forward to working with Chairman Grassley and members
of the Committee to fix this program and ensure that seniors get quality health
care.

The CHAIRMAN. I want to now introduce our first witness, Ms.
Jeanette Garrison. Ms. Garrison is here with us today to speak
about home health care fraud and to do it from the point of view
of an insider. Ms. Garrison has been very gracious, and I thank you
for that, in agreeing to come before us today to give us insights
that we woulcﬂ)therwise not have regarding the home health care
industry and in particular Healthmaster, the corporation that she
began, nurtured, and that was ultimately sold as a result of home
health care fraud in which she was engaged.

Ms. Garrison, welcome and thank you very much.

STATEMENT OF JEANETTE G. GARRISON, CONVICTED HOME
HEALTH CARE FELON

Ms. GARRISON. Thank you, Senator. I want to thank the commit-
tee, the Senate Committee on Aging, for allowing me this oppor-
tunity to testify before each of you today.

My name is Jeanette Garrison. I am a nurse by training. I am
married to Joseph Garrison, a retired anesthesiologist. We met,
worked, and raised our famiiy near Augusta, GA. I was the chair
of the board of Healthmaster, a Medicare paid home health care
company.

I also am a convicted felon. I pleaded guilty in July 1995 to 10
counts of Medicare fraud. My company and I have repaid the Fed-
eral and State Government $16,500,000. I currently am serving a
33-month sentence in a Federal prison. I am before you toda %e-
cause I firmly believe in home health care and believe that home
health care is important. I know that by my actions, I have abused
the system. I am sorry for what I have done and I would like to
help fix the system so that people can continue to receive home
health care.

During the mid-1970’s, we had in our family two elderly relatives
who needed home health care. One was not sick enough to justify
puttinfg her in a nursing home but was not well enough to take
care of her own personal needs in her home. The other was too sick
to be in a nursing home but did not need to be in the hospital. I
searched all over the Augusta area looking for services that would
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provide home health care for these elderly relatives. I could not
find anyone who would provide the kind of services these elderly
relatives needed in their homes. With my nursing background, I
found myself as their home health care provider.

Dissatisfied with the lack of home nursing services in Augusta,
I decided to start a home health care company. With the support
of Dr. Garrison, in 1976, I started what then was known as Health
Help Services. Health Help Services was a nonprofit company that
initially had me as its only employee in a tiny office with a single
chair, a folding table, and a telephone. In 1977, I began providing
to others the home nursing services that I had been providing to
our relatives.

It was not long before I had a group of patients and a full sched-
ule of home nursing visits. I then hired another nurse, who, by the
way, still works for the successor to Healthmaster, and she built
up a full patient load. When each of us had a full load, we added
another nurse, and so on. In our first full year of operations, 1978,
Health Help Services had served 325 patients and made over 7,600
visits.

Health Help Services continued to grow very quickly, both by in-
ternal growth and later by -acquiring other home health care agen-
cies. By the mid-1980’s, Health Help Services had eight agencies
in three States and was providing several hundred thousand visits
to patients. We had grown from just having nurses and office man-
agers to having lawyers, accountants, and reimbursement special-
ists on our payroll. Working with our advisors, we made the deci-
sion to convert Health Help Services to a for-profit company. The
new for-profit company was named Healthmaster.

Healthmaster continued to grow at a rapid pace, and there is a
chart. By 1994, the last full year in which I was involved in
Healthmaster, it had 22 agencies and 100 branch offices in 5
States. Approximately two million visits were made by 2,700 em-
ployees. Revenues were around $100 million. Payroll aﬂme every 2
weeks was around $1,800,000, which was more than the total reve-
nues Health Help Services had back in 1978.

A home health care company does not exist in a vacuum. It
needs offices out of which to operate. It must have a source of med-
ical supplies. Patients need medical equipment. A pharmacy must
provide prescription drugs. Employees must be provided health in-
surance coverage for their own needs. All of this must be done in
accordance with regulatory requirements imposed by each State
and by the Federal Government.

It also is true that because Medicare is on a cost-based system,
the home health care agency itself is not going to be a big money
maker for the owner. The owner can receive a very good income.
I myself received at the end $300,000 a year in salary. But because
of the reimbursement system, there is not much equity in the home
health care business itself. Instead, a large home health care agen-
cy owner can earn the biggest return from the supporting compa-
nies. This is what we did with Healthmaster.

As I told you, I am a nurse. The professionals I hired, the law-
yers, accountants, and reimbursement specialists, showed me how
to create wealth through providing the supporting services, and the
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middle chart will show you basically the corporate structure and all
the private companies t{nat were set up as a spin-off,

The CHAIRMAN. For my colleagues, you have it at the end of her
statement.

Ms. GARRISON. We created a real estate limited partnership to
buy office space and then rent to Healthmaster. We created a phar-
macy. An equipment and supply business was established to serve
the individual needs of Healthmaster’s nurses and patients. A
health maintenance organization was formed and was made avail-
able to employees with Healthmaster paying the premiums.

All of these steps were legitimate on the surface and created
wealth for me as an owner and, if properly monitored and reported,
created no problems. Indeed, these steps, if legitimately pursued,
actually brought costs down incurred by Healthmaster. They actu-
ally saved money for the Medicare and Medicaid Programs. The
complexity of the system, however, made it possible for fraud and
abuse to take place.

I pleaded guilty in July 1995 to 10 counts of Medicare fraud. The
court found in sentencing that the offenses to which I pleaded
ﬁu.ilty cost the Government over $1,200,000. This loss and more

ave been repaid and I am serving a 33-month sentence in Federal
prison. I have been in prison since November 1995.

The most significant offenses of which the court found me finan-
cially responsible were, what I will call shared employee services
and pleasure trips. There also were other improper practices at
Healthmaster, and I will describe those. These offenses arise out of
the potential for abuse when a company grows large in size and the
ability of an outside auditor to uncover the abuses is diminished.

Let me begin with shared employee services. As I mentioned,
with the growth of Healthmaster, a complex group of businesses
developed. Among the businesses, Healthmaster was the certified
home health care provider. About 95 percent of Healthmaster’s rev-
enue came from Medicare reimbursement. For the most part, the
other companies did not participate in Medicare. Despite this, I
would direct employees who were paid by the Medicare reimbursed
company to go work at the private companies. If the health mainte-
nance organization neede(f a nurse, I would simply tell one of
Healthmaster’s nurses to go help out. Because the nurse continued
to be paid by Healthmaster, in essence, Medicare was paying for
this nurse to work at one of our private companies.

When we were smaller, we kept track of the sharing of employ-
ees and would adjust Healthmaster’s reimbursement request. As
we got larger, the tracking process stopped. The result was that
Medicare paid over $750,000 for employees who were working for
non-Medicare companies.

I also am determined to be responsible for seeking reimburse-
ment for pleasure trips provided to employees. Over the years,
Healthmaster took groups of managers on trips as a reward for
good performance. We called them management meetings, but in
reality, they were pleasure trips. The trips were to New York,
Nashville, and Las Vegas. Healthmaster paid the air fare, hotel
room, and meals. Healthmaster then got reimbursed by Medicare
gor the cost of these trips. These trips cost Medicare approximately

135,000.
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Another abuse at Healthmaster involved the acquisition of an-
other home health care agency. After Healthmaster bought the
agency, Healthmaster was told it could not get reimbursed for the
costs of the acquisition. To get around this, Healthmaster put the
former owners on its payroll. Even though they did not work for
it, these former owners each got paid $80,000 per year by
Healthmaster. This cost the Medicare Program approximately
$1,500,000.

These are just some examples of what went wrong at
Healthmaster. Some of the other problems which resulted in other
former Healthmaster senior managers being convicted of Medicare
fraud are too complex to describe in this testimony. The fraud and
abuse involved was made possible through the complex structure
that was set up. There was nothing wrong with the way the struc-
ture was set up, but it created the opportunity for massive abuse.

I have had a fair amount of time to think about how the Medi-
care Program can prevent fraud and abuse such as that which took
place at Healthmaster. I hope these thoughts are of some benefit
to the committee,

First, people who become providers in Medicare Programs should
be rettlired to know what is reimbursable and what is not, both be-
fore they become providers and to continue to be aware as they
participate in the program. When I started out, it was very simple
and we were small. As we got larger and more complex, I just left
reimbursement issues up to others and did not keep up with what
the requirements were.

Second, senior managers of all providers should be required to
certify that the cost reports submitted to Medicare are correct.
Right now, just one person must certify the cost reports. If all sen-
jor management was required to put their names on the dotted
line, greater internal accountability would occur. The providers
would better police themselves if senior management all knew they
would be accountable. For example, I do not remember signing cost
reports for the last 10 years or so at Healthmaster.

Third, the Government audit teams can be improved in at least
three ways. First, it was my perception that the auditors were not
always sufficiently knowledgeable about Medicare reimbursement
and areas of concern to be able to identify improper reimbursement
practices.

Second, the audit teams seem to change from year to year, so
there was no real continuity or consistency. The better the auditors
understand their provider, the better they will be able to know
where to look.

Third, the auditors need to look not just at the home health
agency itself but at the overall structure.

As T described, the home health care agency is not where an
owner can make money. It is in the companies surrounding the
home health agency that big profits can be made. Audit teams need
to look more closely not just at the transactions between the pro-
vider and the related party but also at the financial activities of the
related parties as an integrated business.

Finally, one of the features about Healthmaster about which I
am proud is that despite all its other problems, there was never a
claim that it abused the actual provision of care. I firmly believe
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that because we had strong local clinical management at each of
the agencies, the visits we claimed were made. The services
claimed to be rendered on a visit were rendered. The quality of
care provided was top notch.

I have observed that when there is not strong local clinical man-
agement or local clinical management at all, the potential for abuse
increases. We are working mt%\ a vulnerable consumer. Requiring
agencies to have local clinical management in place will help re-
duce the abuse on the clinical side of the program.

I hope these thoughts are of some benefit to you today. I wish
I were here before you as something other than an example of
someone who abusecf' the system. I want to take this opportunity
to apologize to you and to the American people for what I have
done. Thank you.

[The prepared statement of Ms. Garrison follows:]
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BEFORE THE SENATE COMMITTEE ON AGING

TESTIMONY OF JEANETTE G. GARRISON

STATEMENT OF INTRODUCTION

My name is Jeanette Garrison. 1am a nurse by training. | am married to Joseph
Garrison. a now retired anesthesiologist. We met, worked. were married and raised our family
near Augusta. Georgia. I was the Chair of the Board and President of Healthmaster. Inc.. a
Medicare paid home health care company. I also am a convicted felon. 1 pleaded guilty in July
1995 1o ten (10) counts of Medicare fraud. My company and 1 have repaid the federa) and state
govemnment sixteen million five hundred thousand dollars ($16,500,000.). I currently am serving
a thirty-three (33) month sentence in a federal prison. I am before you today because 1 truly
believe home health care is important. | know that by my actions I abused the system, I am sorry
for what I have done. and 1 would like 1o help fix the system so that people can continue to

receive home health care.

BACKGROUND FOR THE CREATION OF HEALTHMASTER
During the mid-1970s we had in our family two elderly relatives who needed care. One

was not sick enough to justify putting her in a nursing home but was not well enough to take care

of all her own needs. The other was too sick to be in a nursing home but did not need to be in a

hospital. Isearched all over the Augusta area looking for services that would provide home
health care to these elderly relatives. 1 could not find anyone who would provide the kind of
services these elderly relatives needed in their homes. With my nursing background I found

myself being their home health care provider.
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Frustrated with the lack of a home nursing service in Augusta, | decided to start one.
With the support of Dr. Garrison. in 1976 | started what was then known as Health Help
Services. Health Help Services was a non-profit company that initially had me as its only
employee and a tiny office with a single chair. a folding table, and a telephone. In 1977 I began
providing to others the home nursing services that | had been providing to our relatives.

It was not long before | had a group of patients and a full schedule of home nursing visits.
I then hired another nurse (who. by the way. still works at the successor to Healthmaster). and
she built up a full patient load. When each of us had a full load. we added another nurse, and so
on. In our first full year of operations. 1978, Health Help Services had 325 patients and made
over 7.600 visits.

Health Help Services continued to grow very quickly. both by intemal growth and later
by acquiring other home health care agencies. By the mid-1980s Health Help Services had eight
(8) agencies in three (3) states and was providing several hundred thousand visits to patients.
We had grown from just having nurses and an office manager to having lawyers, accountants,
and reimbursement specialists on our payroll. Working with our advisors, we made the decision
to convert Health Help Services to a for-profit company. The new for-profit company was
named Healthmaster.

Healthmaster continued to grow at a rapid pace. [CHART] By 1994, the last full year in
which | was involved with Healthmaster, it had twenty-two (22) agencies and one hundred (100)
branch offices in five (5) states. Approximately two million (2,000,000) visits were made by the
two thousand seven hundred (2,700) employees. Revenues were around one hundred million

dollars ($100.000,000). Payroll alone every two weeks was around one million eight hundred

22-
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thousand ($1.800.000). which was more than the total revenues Health Help Services had back

in 1978.

Ill.  THE CREATION OF A COMPLEX GROUP OF BUSINESSES

A home health care company does not exist in a vacuum. It needs offices out of which to
operate. It must have a source of medical supplies. Patients need medical equipment. A
pharmacy must provide prescription drugs. Employees must be provided health insurance
coverage for their own needs. All of this must be done in accordance with regulatory
requirements imposed by each individual state and by the federal government.

It also is true that because Medicare is on a cost-based system. the home health care
agency itself is not going to be a big money maker for the owner. The owner can receive a very
good income — I myself received at the end three hundred thousand dollars ($300,000) a year in
salary — but. because of the reimbursement system. there is not much equity in the home health
care business itself. Instead. a large home health care agency owner can eamn the biggest return
from the supporting companies. This is what we did with Healthmaster.

As 1 1old you. ] am a nurse. The professionals I hired — the lawyers, accountants and
reimbursement specialists — showed me how to create wealth through providing the supporting
services. [CHART])

We created a real estate limited partnership to buy office space and then rent it to

Healthmaster. We created a pharmacy. An equipment and supply business was established to

serve the specific needs of Healthmaster's nurses and patients. A health maintenance

i

organization was formed and was made available to employees with Healthmaster paying the

-3-




25

premiums. All of these steps were legitimate on the surface and created wealth for me as an
owner. and if properly monitored and reported. created no problems. Indeed. because these
steps. if legitimately pursued. actually brought down costs incurred by Healthmaster, they
actually saved the Medicare and Medicaid program money.

The complexity of the system. however, made it possible for fraud and abuse to take

place.

IV.  WHAT WENT WRONG

I pleaded guilty in July 1995 10 ten counts of Medicare fraud. The Court found in its
sentencing that the offenses to which I pleaded guilty cost the government over one million two
hundred thousand dollars ($1.200.000). This loss. and more. has been repaid, and | am serving a
thirty-three (33) month sentence in federal prison. I have been in prison since November 1995.

The most significant offenses for which the Court found me financially responsible were
what 1 will call “*shared employee services.” and “pleasure trips.” There also were other
improper practices at Healthmaster that I will describe. These offenses arise out of the potential
for abuse when a company grows large in size and the ability of an outside auditor to uncover the

abuses is diminished.
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Let me begin with “shared employee services.”

As I mentioned. with the growth of Healthmaster a complex group of businesses
developed. Among these businesses. Healthmaster was the certified home health care provider.
About ninety-five percent (95%}) of Healthmaster's revenues came from Medicare
reimbursement. For the most part. the other companies did not participate in Medicare. Despite
this. ] would direct employees who were paid by the Medicare reimbursed company to go work
at the private companies. If the health maintenance organization needed a nurse. I would simply
tell one of Healthmaster's nurses to go help out. Because the nurse continued to be paid by
Healthmaster. in essence Medicare was paying for this nurse to work at one of our private
companies.

When we were smaller. we kept track of this sharing of employees and would adjust
Healthmaster's reimbursement requests. As we got larger the tracking process stopped. The
result was that Medicare paid over $750.000 for employees who were working at non-Medicare
companies.

I also was determined to be financially responsible for seeking reimbursement for
pleasure trips provided to employees. Over the years Healthmaster took groups of managers on
trips as a reward for good performance. We called them management meetings. but in reality
they were pleasure trips. The trips were to New York City, Nashville and Las Vegas.
Healthmaster paid for the airfare. hotel rooms and meals, and even gave the employees some

spending money. Healthmaster then got reimbursed by Medicare for the cost of these trips.

These trips cost Medicare approximately one hundred thirty-five thousand dollars ($135,000).

Another abuse at Healthmaster involved the acquisition of another home health care
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agency. After Healthmaster bought the agency. Healthmaster was told it could not get
reimbursed for the cost of the acquisition. To get around this, Healthmaster put the four former
owners on its payroll. Even though they did no work for it, these former owners each got paid
eighty thousand dollars ($80,000) per year by Healthmaster. This cost the Medicare program
approximately one million five hundred thousand dollars ($1.500,000).

These are just some examples of what went wrong at Healthmaster. 'Some of the other
problems, which resulted in other former Healthmaster senior managers being convicted of
Medicare fraud. are too complex to describe in this testimony. The fraud and abuse involved
was made possible through the complex corporate structure that was set up. There was nothing

wrong with the way the structure was set up. but it created the opportunity for massive abuse.

V. POSSIBLE SOLUTIONS

I have had a fair amount of time to think about how the Medicare program can prevent
fraud and abuse such as that which took place at Healthmaster. I hope these thoughts are of
some benefit to the Committee.

First. people who become providers in the Medicare program should be required to know
what is reimbursable and what is not. both before they become providers and to continue to be
aware as they participate in the program. When | started out it was very simple and we were
small. As we got larger and more complex, I just left reimbursement issues up to others and did
not keep up with what the requirements were.

Second, senior managers of all providers should be required to certify that the cost

reports submitted to Medicare are comrect. Right now just one person must certify the cost
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reports. If all of senior management was required to put their names on the dotted line. greater
intemal accountability would occur. The providers would better police themselves if senior
management all knew they would be accountable. For example. 1 do not remember signing a
cost report for the last ten years or so of Healthmaster's operations.

Third. the government HCFA audit teams can be improved in at least three ways. First, it
was my perception that the auditors were not always sufficiently knowledgeable about Medicare
reimbursement and areas of concern to be able to identify improper reimbursement practices.
Second. the audit teams seemed to change from year to year so there was no real continuity or
consistency. The better the auditors understand a provider, the better they will be able to know
where to look. Third. the auditors need to look not just at the home health agency itself, but at
the overall structure.

As | described. the home health agency is not where an owner can make money. Itisin
the companies surrounding the home health agency that the big profits can be made. Audit
teams need to look more closely not just at the transactions between the provider and the related
party. but also at the financial activities of the related parties as an integrated business.

Finally. one of the features about Healthmaster about which I am proud is that despite all

Jits other problems. there was never a claim that it abused the actual provision of care. | firmly
believe that because we had strong local clinical management at each of our agencies, the visits
we claimed were made were made. The services claimed to be rendered on a visit were
rendered. The quality of the care provided was top notch. 1 have observed that when there is not
strong local clinical management. or local clinical management at all, the potential for abuse

increases. We are working with a vulnerable consumer. Requiring agencies to have local
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clinical management in place will help reduce the abuse on the clinical side of the program.
I hope these thoughts are of some benefit to you. | wish I were before you as something
other than an example of someone who abused the system. | want to take this opportunity to

apologize to you and the American people for the mistakes I made.

42-833 - 97 ~ 2
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The CHAIRMAN. Obviously, your testimony is a great deal of ben-
efit to us and we thank you for being a brave person and coming
and telling us. We obviously have a great deal to learn from you.

I am going to ask the timer to keep track of the questions for
5 minutes apiece and we will have 5-minute rounds. I will ask
questions and we will go the same way we did in our order of ap-
pearance.

We obviously cannot thank you too much for sharing your story
with us and with the American people. I want to begin by asking
you as an individual who knows the system and the flaws that are
in the system, how big is the problem of waste, fraud, and abuse
in the health care business?

Ms. GARRISON. Senator Grassley, over the 4 years that were in

uestion with Medicare, we did $160,000,000 business or so with
the Federal Government. Of that, we paid the Government
$16,500,000 back. Basically, I would say that is roughly 10 percent,
and it would not surprise me if it was not 10 percent overall.

The CHAIRMAN. That is your company. Could you extrapolate for
us, then, whether you think that that would be a problem through-
out the country?

Ms. GARRISON. I certainly think it would be a problem through-
out the country.

The CHAIRMAN. So it is a very big problem?

Ms. GARRISON. Yes, sir, very big.

The CHAIRMAN. Not just in your area or with your company but
throughout the country?

Ms. GARRISON. Throughout.

The CHAIRMAN. You have recommended several proposals, in-
cluding that senior managers of all providers be required to sign
the cost reports. I would %ike to have you explain ﬂhy you think
that that would help.

Ms. GARRISON. As a matter of taking responsibility for one’s ac-
tions. In our situation in Healthmaster, our accountants, lawyers,
reimbursement accountants, CPA’s, professed ignorance when the
problem came up. I think that if everybody would have to sign on
the dotted line, they would definitely take a more active role in
making sure that all the costs were legitimate and reimbursable.

The CHAIRMAN. You made an interesting observation about en-
suring that Government auditors look at t%\e whole entity. Could
you explain what you mean by that?

Ms. GARRISON. Unless the auditors look at all the outside compa-
nies that are related to the home health care agency.

The CHAIRMAN. You are thinking about your——

Ms. GARRISON. Yes, sir.

The CHAIRMAN. As an example, these are dealing with home
?ﬁalth care and these are kind of non—you can go over there if you
ike.

Ms. GARRISON. Basically, this management company, this com-
pany was a certified home health care agency. It had the 22 divi-
sions and over 100 offices in the five States. This was all the pri-
vate side. The private here was your private duty nursing around
the clock, your medical suppI{l company that supplied to the physi-
cians’ offices and also to the home health care agency and nursing
home. This was the pharmaceutical company which was private. It
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did the IV therapy, which is still private. The durable medical com-
pany that delivered the medical equipment and whatever else they
needed and also sold medical equipment. This was a separate divi-
sion on your hourly basis, whatever they needed on the private in-
surance.

The CHAIRMAN. Basically, the fraud that comes from the subsidi-
ary issues rather than the non-health issues or the main home
health care agency is where most of the fraud can come?

Ms. GARRISON. Yes, sir. For the allocation purposes, they would
not know unless they reviewed these books of the allocation or
whether people thought this company was working in this company
and basically the Medicare Program was sharing the entire cost.

’Il‘lhg CHAIRMAN. Normally they were not reviewing those on the
right?

s. GARRISON. That is correct, sir.

The CHAIRMAN. There are about 10,000 home health care agen-
cies in the United States right now. Some are big and some are
small and most are doing a good job in giving the Government its
money’s worth. If we were to develop a program of onsite reviews
where accountants, management types, and lawyers went in to
visit the agency and related organizations if they exist, what are
the characteristic type of home health agencies would you target?
In other words, from your experience and how you were able to
hide the fraud that came from diverting money from Medicare into
something else, where would you tell these auditors to go?

Ms. GARRISON. To the fast-growing, hospital-based agencies that
have captive affiliated services. Basically, you will have a hospital-
based agency that has a captive audience that they can transfer
into their affiliated service companies.

The CHAIRMAN. As you know, we spend millions upon millions on
home care reviews and on paperwork. From your testimony, it does
not look like we are doing such a great job using these resources
that we have. What shoulﬁ we do differently? What should we stop
doing and what should we do more of from your experience?

Ms. GARRISON. I think from the auditors’ standpoint, more inter-
views directly with in-house managers. Also the regulations regard-
ing reimbursable and allowable items should be simplified for the
providers to understand, clarify.

The CHAIRMAN. One of the things that we are considering is the
prospective payment system. In fact, if we get an agreement this
week with the White House, that could be enacted yet in final
stage by the Congress. Do you think that such a prospective pay-
ment system would prove effective?

Ms. GARRISON. I think it would be very effective. I think most of
your dollars in a prospective pay system would basically go to your
first-line managers and your in-home caretakers. Certainly, it
would be based—I would think the patient’s needs should be based
on care rather than reimbursement.

The CHAIRMAN. If there was only one law that {ou could enact
regarding waste, fraud, and abuse in the home health care system,
what would it be?

Ms. GARRISON. The system is so complicated. I think definitely
if you could clarify your rules and regulations where the providers
could be educated on a continuing basis.
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The CHAIRMAN. That answer you just gave me, and then I will
go to Senator Breaux, that answer you just gave me, is that from
your experience that you yourself did not understand the rules or
the people that were working for you did not understand the rules?
You said in your statement that you did not pay too much atten-
tion to what was going on and you relied upon your help. Are you
saying they did not understand or you did not understand or both?

Ms. GARRISON. I think, here again, if each person that is involved
in preparing the cost reports, I think if you held them responsible
by a certificate of accuracy, that they would become more aware
and would learn what is reimbursable and what is not.

The CHAIRMAN. Senator Breaux.

Senator BREAUX. Thank you, Mr. Chairman.

Thank you, Ms. Garrison, for being here. You have really blown
the cover off of every home health care group in the country that
is trying to scam the system. I think that your testimony is very
important in the sense of fproviding the Government with informa-
tion as to how systems of fraud are operating and we thank you
for that.

This is a program that really has grown faster than wild weeds
in terms of the number of people getting into it. It is easy to under-
stand why if you want to be unscrupulous. That is not to say that
there are not literally thousands of home health providers who are
doing the right thing with this program.

“How did you get into the program? Was it difficult to get ap-
groved by Medicare and by your State before you went into the
usiness or was it fairly easy?

Ms. GARRISON. It was very difficult. At that time, in 1978, the
State of Georgia did not have a certificate of need for home health
care agencies and basically you had to be a not-for-profit to partici-
pate in the health insurance program. Basically, we incorporated in
1976 as a not-for-profit and it took until 1978 for any reimburse-
ment, and basically I had to meet the 13 conditions tor participa-
tion in the health insurance program.

Senator BREAUX. So you were approved both by Medicare and got
a Medicare number

Ms. GARRISON. Yes, sir.

Senator BREAUX [continuing). You were also approved by the
State of Georgia?

Ms. GARRISON. Yes, sir.

Senator BREAUX. How many times were you audited by either
Medicare or by the State of Georgia to see wﬁether you were doing
things properly?

Ms. GARRISON. We were audited yearly by both the Federal Gov-
ernment and also by the State.

Senator BREAUX. So every year there was a separate audit by
someone from Medicare and someone from the State?

Ms. GARRISON. Yes, sir. There was an onsite audit of every year,
to my knowledge, that we were in operation.

Senator BREAUX. In further blowing the lid off of all of this, how
did they not find what you were doing for such a long period of
time?

Ms. GARRISON. Basically, before that time, if there were any
questions on what was reimbursable, usualiy the intermediary




36

would disallow it and they would go back and recap it and not
allow you that amount. But—

Senator BREAUX. What happened, just so I may understand the
process, what alerted the auditors as to the fact that there may be
more than just mistakes with this situation with Healthmaster?
Dail((i s?omebody internally say, look, this is illegal, not only mis-
takes?

Ms. GARRISON, There was an ex-employee that worked for us
that went to work for one of the major competitors in our State and
she, in turn, notified the Attorney General of the State of-

Senator BREAUX. So the audit system under which you were au-
dited every year—

Ms. GARRISON. Yes, sir.

Senator BREAUX [continuing]. Really did not catch anything that
raised a red light to the sufficiency of looking at it from a criminal
standpoint?

Ms. GARRISON. No, sir.

Senator BREAUX. Do you think that the Government’s system of
review is inefficient or was yours a special case of being able to
camouflage some of these expenditures?

Ms. GARRISON. I do not think that our company was a special
case. I think that the system itself is set up that is based on cost
and when you have a system that your cost is astronomical, you
can go up to $100 or so on a visit and you get reimbursed for your
cost. There is no incentive to be efficient in any of your delivery of
services.

Senator BREAUX. So the way that Healthmaster was able to
make a profit was not so much through the per patient charges,
but through the suppliers that you dealt with?

Ms. GARRISON. That is correct, sir, because every year under
Healthmaster, we lost money because the system is set up not to
make money. Basically, people look for other ways to make a profit.

Senator BREAUX. So while you lost or did not make money with
Healthmaster per se, what was the largest amount of profit that
Healthmaster received in your most profitable year from the other
services that you provided?

Ms. GARRISON. It was very minimal under Healthmaster because
basically it did 95 percent of its business with Medicare and the
remainder was Medicaid and in neither of those programs do you
make any money.

Senator BREAUX. How much was your fine? I understand that it
was a huge fine.

Ms. GARRISON. Our fine was $16.5 million. We paid $15 million
to the Federal Government and one-point-something to the State.
Our company was sold and it brought $54,700,000.

Senator BREAUX. I notice, and I say for my colleagues on the
committee, someone from my State gave me this over the weekend,
reference materials on how a nursing home facility can increase
profits with x-ray services. I have here a sample letter that each
facility can use to write to HCFA, saying that their operation re-
quests permission to gross up radiology from the current cost re-
porting year. This is an example of how the services, the add-ons
that these Medicare providers are able to keep piling onto their op-




37

erations, they are used to increase profits with unnecessary serv-
ices.

I think that you have been very helpful. I think that this is a
further clarification of the problem. I tried to make the point that
only about 3 percent of claims were being audited and that obvi-
ously is a problem, but here is a facility that was audited every
year, she is telling us, both by the Federal Government and by the
State Government and still had the situation occur.

Thank you very much.

The CHAIRMAN. Senator Enzi.

Senator ENzI. Thank you, Mr. Chairman.

Ms. Garrison, I really appreciate the candor and the information
that you are sharing with us on this. Were any of the other busi-
nesses, the peripheral businesses, were any of those audited?

Ms. GARRISON. By the Federal Government?

Senator ENZI. By the Federal Government, yes.

Ms. GARRISON. They were audited on investigation.

Senator ENzI. But only at that point?

Ms. GARRISON. That is correct, sir.

Senator ENzI. So you are telling us that at the present time,
there is not any right for them to go into the private businesses
ey;n ;.hough they may have a relationship to the home health pro-
vider?

Ms. GARRISON. As far as I know, sir.

Senator ENZI. You mentioned that somebody that had gone to
work for another company tipped them off on it. How long did the
investigation take, then?

Ms. GARRISON. I was notified February 9, 1994, that they were
going to start an investigation into Healthmaster and our attorneys
notified the State and Federal Government and welcomed them to
come in. We provided office space for the Federal Government and
had legal counsel on staff at Healthmaster to assist them. We
turned over our books, computer tape. They investigated for 8
months, approximately 8 months. In January, basically I started a
plea agreement, and then in March they indicted me and we start-
ed renegotiating a plea agreement and finally finalized it in July
1995. ‘

Senator ENzI. These would be considered normal transactions,
though, between a home health center and other businesses supply-
ing services?

Ms. GARRISON. Yes, sir. There is nothing wrong with shared serv-
ices if you keep up your time schedules and back out your amount
of time that you are using your employees through your private
companies and we had been tracking that. But as we got larger,
somewhere along the line, the ball dropped and basically it was my
responsibility to see that it was done and I did not.

Senator ENzI. Is it typical for the home health agencies to have,
which would be set up, then, on a nonprofit basis because they
have to be, to have these peripheral businesses, and those, I as-
sume, are for profit, right?

Ms. GARRISON. Yes, sir.

Senator ENzZI. So most of the organizations would probably have
a similar arrangement?

Ms. GARRISON. Probably.
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Senator ENzI. Without the interconnecting audits, then, while
there is not encouragement for the shared services to drop the ball,
as you put it, it could actually be encouraging to people to do that.
When something is not checked on, it is easy to have it overlooked.
Is that the impression that you think might be industry-wide?

Ms. GARRISON. Yes, sir.

Senator ENzI. Do you feel that everybody in the industry is being
audited on an annual basis in home health care?

Ms. GARRISON. I could not answer that. I think if you are over
a certain amount, I do not think small mom and pops are audited
on a yearly basis. I think the large agencies are.

Senator ENZI. I thank you for answering the questions and also
for the entire list of suggestions that you gave and I yield back any
further time.

The CHAIRMAN. Senator Collins.

Senator COLLINS. Thank you, Mr. Chairman,

I want to follow up on a question that Senator Breaux raised
with you about the fact that you were repeatedly audited. What
was your relationship with the auditors? Did you provide them
with any inducement to give you a clean audit report?

Ms. GARRISON. I never worked with the auditors. We had CPA’s
and CPA reimbursement specialists that worked with the auditors
that prepared the cost report, so basically I was on the clinical side
and the field, on the operational side, and a lot of times I never
k(rllew when they arrived or when they left. But as far to my knowl-
edge, no.

enator COLLINS. It was my understanding that some of the
auditors involved were granted immunity, that they had, in fact,
received some sort of monetary inducements to give a clean audit.
Is that incorrect?

Ms. GARRISON. To my knowledge, Senator, I am not aware of
that. I know we always had a big-eight firm also audit our compa-
nies and there were a{ways auditors in and out.

Senator COLLINS. It is troubling to me, if there were repeated au-
dits and the kind of abuse and fraud that was going on was not
picked up. I mean, that certainly raises a serious question for us
as far as how effective the audits were.

Senator BREAUX. They were auditing the wrong thing.

Senator COLLINS. Exactly. Let me ask you a question, and that
is, what finally led the Government to file charges against you?
How were you caught?

Ms. GARRISON. Basically, a former employee that went to work
for our competitor went to the Attorney General and basically told
him of the bonuses that were given to employees.

Senator COLLINS. So essentially, the reason you were caught was
that a former employee went to the authorities?

Ms. GARRISON. That is correct.

Senator COLLINS. If that had not happened, do you believe that
_you"could have continued to operate the way you have been operat-
ing?

Ms. GARRISON. That is correct.

Senator COLLINS. You raise an interesting point for us to con-
sider when you talk about the overlapping ownership. Do you think
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that makes it much easier to hide inappropriate charges when the
home health care agency is affiliated with a number of companies?

Ms. GaRrISON. That is correct, because basically you have to
keep up with your time schedules and your time cards if you utilize
an employee from your Medicare-certified agency. Otherwise, the
Medicare company is picking up the cost, the benefits, and the sal-
ar{l of that employee if you send them over somewhere else. But
it had always been common among myself, if they call and a nurse
did not show up, I had sent a nurse over or I told someone to see
if they had a nurse to go over. Basically, there was about $770,000
over the 4 years that was shared services and of that, it was about
10 employees involved.

Senator COLLINS. One of the aspects of your testimony that real-
l}' troubles me is that you clearly started out with noble intentions.

ou had elderly relatives of your own who could not get the home
health care services that they needed. You were a nurse so you de-
cided to go into this business. I am curious what happened to cause
you to go astray, if you will. Was it just that it was too easy to rip
off the system? Was it that the controls were so lax and the oppor-
tunitiefg so great that it was just there waiting to be taken advan-
tage of!

Ms. GARRISON. We grew at a rapid pace. We also, at that time,
we hired attorneys, accountants, and reimbursement specialists,
one that had wor{(ed for the Federal intermediary before, and he
was responsible for the cost report, for all of the schedules, and ba-
sically, I left that up to the people that I hired, the professionals,
and I did not monitor it closely enough.

Senator CoLLINs. Did you think that you were doing anything
out of the ordinary? Did you think you were doing something
wrong or did you think you were operating the way that your com-
petitors were operating?

Ms. GARRISON. I felt like we were operating according to all the
standards of a home health care agency at that time.

Senator COLLINS. One of your recommendations is for us to make
sure that when people enter this field that they have a better un-
derstanding of what the rules of the game are, if you will. Was
there any sort of training or any sort of certification process that
you had to go through to acquaint you with the rules, to make sure
that you understood the reimbursement policies?

Ms. GARRISON. When we started out in 1978 as a small company,
I hired an outside reimbursement specialist that came through and
actually did the projections for Medicare. As we got larger, I hired
in-house CPA’s, an in-house CPA that was a reimbursement spe-
cialist to prepare the cost reports. We had three attorneys on staff,
one that dealt with nothing but rules and regulations fy':)r Federal
and State Government.

Senator CoLLINS. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Collins.

Senator Wyden.

Senator WYDEN. Thank you, Mr. Chairman.

Ms. Garrison, it seems to me what you are saying about the Gov-
ernment auditors is that they really did not know what they were
doing. If that is the conclusion, then it does not matter if you get
inspected twice a month. It says right here in paragraph 2 on page
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7, “the auditors were not always sufficiently knowledgeable about
Medicare reimbursement and areas of concern to be able to identify
improper reimbursement practices.” Now, is that at the heart of
the problem, that they just really are not on top of what these re-
imbursement issues involve?

Ms. GARRISON. Senator, I think you find with a lot of
intermediaries and with the rapid growth of the home health care
industry that you will see auditors go to work for an intermediary
and within a year or so they are recruited by the home health care
industry because they are out there desperate for knowledge of
what is reimbursable and what is allowable and the interpretations
of the guidelines are very complex, because the way you interpret
a guideline and the way I interpret it is totally different. So I think
you see a lot of transit going through the intermediary and coming
out and due to that, they are always new every year.

Senator WYDEN. I think that is right. In my experience, what
happens when somebody actually gets on top of these rules, some-
body hires them away. I think that is an important point to make.

Turning to the question of getting kicked out of the program for
a flagrant violation. It is my understanding that even if you engage
in a pattern of these kinds of abuses, what happens is you file the
corrective action and a statement and then you just go about your
business. Do you think that is an area that needs to be changed
and there needs to be more of a deterrent; a message sent that if
you engage in these flagrant violations, you are going to be booted
out of the program. Should we have this rather than just allowing
violators to file one of these corrective statements and go about
your business?

Ms. GARRISON. I think the corrective action, and with some agen-
cy reviewing and giving continuing education and reviewing the
agency, I think most home health care providers would adhere to
the corrective action plan and improve those services. There are
two parts of a home health care agency. There is the clinical part
that is actually the delivery of care and it is the management part
which deals with your finances and your reimbursement.

You will find, and based from my experience being a nurse, I am
concerned about the care of the patient and making sure the visit
is made and making sure everything is taken care of there. With
me, I left the other up to the accountants and the attorneys and
I accept the responsibility that I did not follow up.

Senator WYDEN. My concern is, and you stated it well, that, yes,
the vast majority of these providers are honest and responsible, but
it is pretty clear that there are some real rip-off artists. At some
point we have to have a deterrent where people get kicked out of
this program and are not just in a position to file yet another state-
ment and go about their business.

The last question I want to ask you involves how we might get
the family and the patients more involved in trying to watchdog
the payment of these plans. Let me be very specific. My experience
from working with seniors in my days with the Gray Panthers is
that it is hard for some of them to be involved in identifying fraud.
But a lot of them have families and kids who are professionals and
business people and the like. I wonder if you have any thoughts on
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how it might be possible to better empower the consumer and the
family to be in a position to watchdog some of these claims.

Ms. GARRISON. From a local area, I think a local watchdog group
could assist in oversight. A peer committee at the local level involv-
ing phf'sicians, public health could review the quality of care on a
monthly basis at random.

Senator WYDEN. Are the families getting the right documents
and the right statements from Medicare so that they can better re-
view the payment of some of these claims, in your opinion?

Ms. GARRISON. From a home health care standpoint, when we
submit the costs to Medicare and our charges, the charges are al-
ways, should I say, inflated, because you get reimbursed your cost,
so you are always going to have your charges higher than your ac-
tual costs.

Senator WYDEN. What is—

Ms. GARRISON. So from the patients’ standpoint, I really do not
know what they received as far as their bill.

Senator WYDEN. But you are not aware that they get anything
where there is cost-baseg reimbursement?

Ms. GARRISON. No, sir.

Senator WYDEN. My concern is that in managed care so much of
this abuse that has been documented has been in the area of cost-
based reimbursement and I do not get the sense that the patient,
the family, or someone in a position to help bring to the attention
of the Government or Senator Grassley or this committee is getting
;mough useful information. I think that is a big part of the prob-
em.

We thank you for your service. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Hagel.

Senator HAGEL. Mr. Chairman, thank you.

1, too, wish to add my thanks, Ms. Garrison, for your appearance
today. I was struck throughout your testimony at the theme, which
should not surprise any of us, complexity of the system, largeness
of the system, captive affiliated services, no incentive to be more
efficient and accountable, lack of competition, and other terms that
you referenced as to what is wrong.

Obviously, when there is a bigger and bigger pot of money, the
larger, the more complex the program, the more opportunity for
waste, fraud, and abuse, and I think that is a given with any pro-

am, so my question is this. How much should we take out of the

ederal Government? Would we improve Medicare if we eliminated
the Federal Government, if we took it all back to the States and
to the locales? It stands to reason, and I think this is really the
essence of your testimony, that without accountability, without re-
sponsibility, we are going to have a problem. We can put new au-
dits in and we can find new programs and we can even take your
captive companies and eliminate those, but without accountabulity,
and that accountability is best where it is closest to the people, we
are still going to have a problem. Would you range out for us, Ms.
Garrison, on your thoughts?

Ms. GARRISON. Baseg from my experience in the other programs
we participated in, in the early years, we had an alternative home
health program that was a demonstration project where they paid
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the company, like, I think it was $450 a month to maintain a pa-
tient in the home and this was on a local level. So basically, we
took the home health aide and placed her in the home 5 days a
week with a nurse supervising her at no charge. We maintained
those patients on a weekly and monthly basis for that fee.

The local State monitored this system, not on a post-review but
on a concurrent review, meaning that they were in the home at
random and spot checked, and I think this is what it is all about,
is providing the care to the patients in the home at the lowest pos-
sible cost to any program.

Senator HAGEL. How best do we monitor that? Do you believe
that we should go all the way to the States and locales and give
them the complete responsibility, or should the Federal Govern-
ment have some responsibility?

Ms. GARRISON. I think the States can monitor the program more
closely at the local level than the Federal Government.

Senator HAGEL. Do you see a role for the Federal Government?

st. GARRISON. Overall in monitoring the States in their delivery
of care.

Senator HAGEL. So that would shift considerably from what we
have now. Do you believe in your particular case that if there
would have been stronger local State accountability for your com-
panies, do you think that would have led to a different conclusion
and a different turn of events for you?

Ms. GARRISON. I do, sir, because basically if you are paid on a
prospective pay, the incentive there is to be very cost effective. You
still have to pay your service people that are l'ci/elivering your care
and you are certainly going to pay them because you want that
care delivered. So once you%xave paid them, there is not the cush-
ion in between your costs and the cap because our cost was very
low per visit because basically you get the same cost per visit for
a home health aide as you do for a nursing visit.

So the volume of visits that we were producing decreased our
cost to around $20, $30 a visit where our max was maxed out at
$98 or $100. We could have gone right up to the cost cap. I mean,
we could have spent money everywhere and still have had enough
to go to the cost caps.

So if you are paying on the prospective pay, you know this is
what you are going to receive. You have to pay your essentials,
which is rent, and you have to pay your service people, so I think
that it certainly would cut down on your fraud and abuse.

Senator HAGEL. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Breaux.

Senator BREAUX. Just a couple of follow-ups. Thank you, Mr.
Chairman.

Ms. Garrison, the person that you said in effect became the whis-
tleblower that was in your employment

Ms. GARRISON. Yes, sir.

Senator BREAUX [continuing]. Who then left your employment
and went somewhere else, did that employee go to work for ABC
Home Health Care?

Ms. GARRISON. Yes, sir.

Senator BREAUX. That was headed up by Jack Mills?

Ms. GARRISON. Yes, sir.
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Senator BREAUX. Where is Jack Mills now?

Ms. GARRISON. Senator, to my knowledge, I think he is in prison.

Senator BREAUX. Is he in prison for Mesicare fraud?

Ms. GARRISON. That is correct, sir.

Senator BREAUX. The other question I have is you said that you
were operating as a nonprofit home health care agency?

Ms. GARRISON. In 1978,

Senator BREAUX. While there was not a lot of profit in the com-
pany, it seems to me it was a very, very good deal. In 1992, the
record has you as the President and Chief Executive Officer earn-
ing ;1 salary, benefits, and bonuses of $658,584. Is that about cor-
rect!

Ms. GARRISON. I have it on my W-2's, but if the record states
that it is.

Senator BREAUX. So while the operation in the early round of
questioning was not making a lot of money, it was a very good
deal, was it not?

Ms. GARRISON. Yes, sir.

Senator BREAUX. Thank you.

The CHAIRMAN. Did you have another question?

Senator WYDEN. Mr. Chairman, just on that point with Senator
Breaux. My understanding, and you all are on Finance and may be
up on it, is what Senator Breaux is saying is you can have some-
body who takes in $3 or $4 million in terms of gross revenue, pays
these extraordinary sums out in salaries, pays only a couple hun-
dred thousand dollars for patient care, and at the end of the day
you are still a nonprofit operation because you have, in effect, paid
outkwhat you have taken in. So I think it i1s an important point to
make.

The CHAIRMAN. I think also she is saying that the big money is
in these for-profit organizations, not in the health care delivery, the
private companies.

Senator Enzi has another question.

Senator ENzi. I have just another quick question here. In your
testimony, you mentioned that you had paid the Federal Govern-
{pent $16.5 million, that you and your company had paid $16.5 mil-
ion.

Ms. GARRISON. Federal and State.

Senator ENzI. When I went back through the lists of the different
things, I found the $750,000 for the employees

Ms. GARRISON. Shared services.

Senator ENzI [continuing]. The $135,000 for the trip bonuses——

Ms. GARRISON. Pleasure trips.

Senator ENzI [continuing). Then the $1.5 million for the——

Ms. GARRISON. Acquisition.

Senator ENzI. Yes, for the acquisition costs. What category would
the other money have fallen in?

Ms. GARRISON. It was in payroll expense.

Senator ENz1. Can you be more specific?

Ms. GARRISON. In insurance and that some of the other senior
managers were involved in fraud.

Senator ENzI. I was just hoping to get a little more detail on the
$12 million there that is left out.
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The CHAIRMAN. I will ask the last question, then. If you had a
word of advice to the people of America who are doing what you
did for a while, rip off the home health care system, what sort of
advice would you have for them?

Ms. GARRISON. I would tell them to stop immediately. Put in a
compliance plan and notify the Government.

The CHAIRMAN. We thank you very much. You are welcome to
stay for the other two panels, but we thank you very much for your
contribution to this legislative process, to our oversight and our ef-
forts here to make sure that honest people who are in the health
care business are going to stay in the home health care business
and deliver a quality product for the taxpayers because we know
that what you do, what they do is an important service.

Ms. GARRISON. Thank you, sir.

The CHAIRMAN. I will call panel 2 now. Our first panelist is
George Grob. He is deputy inspector general for Evaluation and In-
spections of the Office of Inspector General of the Department of
Health and Human Services. He is accompanied today by John
Hartwig, deputy inspector general for Investigations.

We have also Leslie Aronovitz of the General Accounting Office.
Ms. Aronovitz is the Manager of the Chicago Field Office, who will
provide us with, among other things, detailed findings of its re-
cently completed evaluation on the home health care certification
process used by the Health Care Financing Agency.

I am going to call in the order that I called you. We will start
with you, Mr. Grob.

STATEMENT OF GEORGE F. GROB, DEPUTY INSPECTOR GEN-

ERAL FOR EVALUATION AND INSPECTIONS, OFFICE OF THE
INSPECTOR GENERAL, DEPARTMENT OF HEALTH AND
HUMAN SERVICES, WASHINGTON, DC; ACCOMPANIED BY
JOHN HARTWIG, DEPUTY INSPECTOR GENERAL FOR INVES-
TIGATIONS, OFFICE OF THE INSPECTOR GENERAL, DEPART-
MENT OF HEALTH AND HUMAN SERVICES, WASHINGTON,
DC.

Mr. GroB. Mr. Chairman and members of the committee, before
I begin my testimony, I would like to introduce my colleague, Jack
Hartwig, who is the deputy inspector general for Investigations. He
will be available, if you wish, to answer questions about the case
you just heard perhaps from the Government’s point of view.

Mr. Chairman, we are here to talk about home health, a very im-
portant program of which 1 out of every 10 of Medicare’s 38 million
beneficiaries currently avail themselves. It is a program that you
and I are going to want when our turn comes, too. But I have to
tell you, and I have to emphasize, the program is out of control,
and very badly so. We have issued about 20 reports on this pro-

am from our office in the last 3 or 4 years and today we are issu-
ing two more that I think dramatically portray both the depth of
the problem and provide a pretty good explanation at least for
some of the causes of it. I believe you all have copies of these re-
ports.

Before I summarize those reports for you, I think it is good to
remember and get in perspective a point made earlier about the
fact that this is a big program and it is growing fast. Now, the
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numbers I am using are from the fiscal year, not the calendar year,
and you see there almost $17 billion in 1996. Current estimates as
we close that year out are going to drive that number over $17 bil-
liog, well over five times the amount that we were spending in
1990.

Our first report is an audit that was performed in four of the
largest States in the country, Texas, California, New York, and Ili-
nois. It was a hands-on audit, not just a paper audit. Our auditors
visited the patients at their homes, they talked to their physicians,
and they had medical experts come in and look at the medical
records of these patients.

What they found was that during a 15-month period, 40 percent,
and that is the summary on the top chart you see there, 40 percent
of the visits that Medicare paid for in these four States during that
period should not have been paid according to Medicare rules. This
was a loss in those four States alone of $2.6 billion out of the $6.7
billion that Medicare paid during those 15 months. The payments
that should not have been made were for services that were not
medically necessary, to patients that were not homebound, to pa-
tients with service plans that did not have adequate physician au-
thorization, and in a very few cases where the documentary evi-
dence did not support that any service had been provided.

How could this happen? What is going on here? There are, of
course, lots of reasons. Some are related to the role the physician
plays in supervising the care of these patients, and as several of
Kou have alluded to, to the knowledge that the patients themselves

ave of the services that are available to them. But clearly, one of
the problems has to do with the providers of the services.

So the question we began to ask ourselves is, who is submitting
those bills? What companies are submitting that much request for
money that should not be paid? So we undertook our second study,
which was a study of what we call “problem providers.” We con-
sulted with the Medicare fiscal intermediaries to define what we
might call a problem provider for the purpose of this study.

I think you might be appreciative of the fact that investigations
take a long time, so I am not going to tell you that all of our prob-
lem providers are guilty of crime because I cannot prove that in
every case. However, we came up with a definition that defined a
problem provider as someone who repeatedly submits false bills,
such as the kind that we just described, or inflated cost reports, or
who owe Medicare a lot of money or who submit unauditable re-
ports or who have been referred for investigation either to our of-
fice or to the integrity units of these fiscal intermediaries.

The results are summarized on the second chart. Now, this was
in five States, the same as the first study, but we added Florida.
Twenty-five percent of the providers that we looked at were found
to be problematic by this definition. We were also amazed to find
that for these 25 percent of providers in those five States, they had
received 45 percent of the Medicare dollars that had been spent in
those States.

To get a better idea of what was happening, we took a random
sample of 60 of them and we used whatever sources of information
we could find to look behind what was going on and here is what
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we {tzttlind, something very similar to what the previous witness de-
scribed.

A first characteristic was that these companies were involved in
a web of related businesses, often unreported, businesses which
provided medical supplies, nurse registries, retirement homes, and
sometimes companies, for example, that would rent space to them.
These are companies we found who sometimes sold patients to
other Medicare providers, sometimes for $1,000 each, companies
with ghost employees whose salaries were paid but who did not
provide work, companies who paid exorbitant salaries to family
members, such as a husband and wife team that each got $200,000
and their daughter got $100,000, one with a nephew full-time in
college who still had time to earn $250,000 from that agency for
he’lﬁfng them with their computer system.

ese 60 providers, randomly selected, owe Medicare $321 mil-
lion, of which $63 million will never be recovered because these
companies have declared bankruptcy, and yet these were compa-
nies with previous bankruptcies, poor credit records, and some-
times prior criminal conviction.

My colleague from the General Accounting Office will report rea-
sons why the certification system used by the Health Care Financ-
ing Administration does not detect or deal with these kinds of prob-
lems, and I can tell you that if you read our report further, you will
see it says the same thing. They are entirely consistent with one
another.

We have made through the years lots of recommendations to the
Congress and to the Health Care Financing Administration on
these matters to restructure the program, to stop the intake of
problem providers, and to improve the control fprocesses. Many of
these proposals are now under consideration o the Congress. We
are happy to see that. We urge prompt action because that is what
is going to be needed to prevent the annual loss of billions of dol-
lars from this program. Tﬂank you.

[The prepared statement of Mr. Grob follows:]
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Good morming, Mr. Chairman. Iam George Grob, Deputy Inspector General for Evaluation and
Inspections, Department of Health and Human Services. Iam here today to talk about Medicare's
home health benefit. This is an extremely valuable program, one that provides much needed medical
care for elderly and disabled individuals in the place that most of them want to be--their homes. Sadly,
I must tell you—in fact I must emphasize—that this program is out of control.

Today the Inspector G 1 is releasing two new reports which highlight some of the major problems
in this program. The first study, conducted in four of the nation's most heavily populated States.
revealed that 4 out every 10 home health visits paid for by Medicare should not have been paid. The
second, conducted in the five largest States, found that 1 of every 4 home health agencies certified to
participate in the program has abused or defrauded Medicare or misappropriated Medicare funds. We
have every reason to believe that similar conditions exist in other States. Resources and systems
needed to control costs and prevent abuse are inadequate. All this for a program whose expenditures
reached $16.9 billion last year.

The problems of fraud, waste, and abuse associated with the home health benefit are well known. We
in the Office of Inspector General have reported on these problems frequently in the last several years
through a large body of work including audits, investigations, inspections, and congressional
testimony.

We are not alone in this assessment. The General Accounting Office has also issued important reports
on this subject. To its credit, the Health Care Financing Administration has taken administrative
action and proposed legislation to reduce vulnerabilities. This Congress is now considering bills in
both chambers which would make fundamental changes in the way Medicare pays for home health,
hoping to limit inappropriate expenditures through a prospective payment system, interim payment
limits, and other approaches similar in principle to the methods used to stop excessive growth of
Medicare hospital payments years ago. Major reform proposals have even been advanced by those in
the industry who are knowledgeable about the current state of the home health program.

Weare aged by the cc that seems to be developing around the idea of instituting major
structural reforms of this program. But we also wish to emphasize that structural reforms alone will
not be enough to prevent the fraud and abuse that is at least partially to blame for losses which this
program is experiencing. It will also be necessary to keep unsuitable home health care providers from
ever participating in the program and to improve program controls that will prevent inappropriate
expenditures while ensuring the availability of services and the quality of care. Legislation which will
deal with these aspects of the problem is also pending before this Congress. However, some
weaknesses are not addressed, particularly those related to the approval of plans of care, the
trustworthiness some home health agencies, and the availability of resources needed to supervise the

program.
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A Rapidly Growing Benefit

By way of background, let me first summarize some basics about the home health benefit then briefly
describe the problems it faces.

Medicare Part A pays for home health services for beneficiaries who are homebound, in need of care
on an intermittent basis, and under the care of a physician who both establishes a plan of care and
periodically reviews it. Beneficiaries receive numerous services including part-time or intermittent
skilled nursing care; home health aide services; physical, speech and occupational therapy; medical
equipment and supplies; and medical social services. To receive home health services beneficiaries
must be: homebound; under a physician's care; and need part-time or intermittent skilled nursing care
or therapy services. The benefit is unlimited as long as the services are considered medically

necessary.

The Health Care Financing Administration (HCFA) contracts with six regional home health
intermediaries to administer the home health program. These intermediaries are responsible for:
processing claims and making payments for home health services; acting as a liaison between HCFA
and home health agencies; and administering payment safeguard activities.

The home health benefit is one the fastest growing components of the Medicare program. The $16.9
billion in expenditures in FY 1996 is five times the $3.5 billion spent in 1990. At this level, home
health expenditures now account for 8.8 percent of total Medicare spending compared to 3.5 percent
in 1990. The Congressional Budget Office estimates that spending for home health services surpass
$30 billion by 2002.

The reasons for the rapid growth of home health expenditures are numerous. Some of the growth is
appropriate and expected due to demographics, court cases which have liberalized coverage of the
benefit, technological advances such as infusion therapies which can be provided at home and a trend
toward providing more care in the community rather than in institutions. However, the lack of
effective program controls also contributes significantly to the growth.

Fraud, Waste, and Abuse

Unfortunately, fraud, waste and abuse, and the lack of effective payment controls also contribute
significantly to the high growth rates of home health expenditures.

Unjustifiable Payment Variation: In past reports, we have identified extreme variation in payments
to home healthagencies. For example, we compared high, medium, and low cost home health
agencies based on their average reimbursement per beneficiary. In FY 1993, lower cost home health
agencies (those which provided less than the national average of visits per episode) averaged 30 visits
per episode, whereas the higher cost agencies provided 85. One year later, the lower cost agencies
provided 33 visits per episode, while the average for the higher cost agencies jumped to 102. We
found no for these diff . For ple, there were no differences in beneficiary
characteristics, medical conditions, or in the quality of care provided.
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Improper Payments. We have also issued a series of reports identifying an exceptional level of
inappropriate payments made under this program. The first of two reports we are releasing today,
*Review of Medicare Home Health Services in California, Illinois, New York and Texas," brings this
problem out very clearly. The study reviewed 250 claims accounting for 3,745 services from a
randomly selected sample of home health agencies in the four heavily populated States in the report's
title. For these cases, our auditors interviewed beneficiaries, family members, knowledgeable
acquaintances, and certifying physicians and obtained medical review by Medicare's home health
intermediary personnel. ‘They found that in those four States, 40 percent of the total services provided
during the 15-month period ending March 31, 1996 did not meet Medicare reimbursement
requirements. This represents a Medicare loss of $2.1 to $3.1 billion of the $6.7 billion of the
universe of claims repr d by the sampl

0  Unnecessary Services. 793 services (21 percent) were not reasonable and necessary. For
ple, claims submitted for one beneficiary indicated that the beneficiary had received 9

skilled nursing services, 5 physical therapy services, and 31 aide visits during one month.
Medical review staff determined that in fact no skilled nursing services had been provided and
that the physical therapy services were not medically necessary. With no allowable skilled
services, the aide services are also not medically y or ble. (Under Medicare
rules, aide services are only allowable in conjunction with skilled services.) Thus none of
these services were allowable.

O  Patients Not Homebound. 499 services (13 percent) went to beneficiaries who were not
homebound. According to intermediary medical personnel, the beneficiaries, or their families,
these beneficiaries could leave home without considerable effort. Records for one beneficiary
indicated the beneficiary was frequently not home for scheduled nursing visits, went shopping
daily, and would visit his daughter in another State on weekends.

O Inadequate Physician Authorization. 239 services (6 percent) were for services that did not
have valid physician orders. For some of these claims, the physicians had not signed the plans
of care or the plans of care were incomplete. In some instances, the plans of care were signed
and dated after the services were performed. Other times, the plans of care were signed by
someone other than the physician.

O No Supporting Documentation. 8 services (less than 1 percent) were for services without
supporting documentation. In these cases, the records showed no evidence the home health
services were performed.

The findings of this report support the findings of our earlier audits which were focused on specific
home health agencies in Florida, Pennsylvania, and Califomia. These audits revealed error rates—the
percent of the home health visits paid for by Medicare but which did not meet Medicare
reimbursement requirements—from 19 to 64 percent. As in our most recent report, we found visits that
were not reasonable or necessary, patients who were not homebound, visits which were not
documented or even provided to Medicare beneficiaries, and improper or missing physician
authorizations or forged physician signatures.
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Problem Providers

The second report we are releasing today, "Home Health: Problem Providers and Their Impact on
Medicare," tells us that too many inappropriate providers are allowed to deliver Medicare home health
services.

For this inspection, we developed a definition of what it means to be a problem provider using input:
from HCFA and the fiscal intermediaries. Problem providers are those who have significant
deficiencies with regard to one or more of the following criteria:

soutinely submits cost reports with significant inappropriate and unallowable costs;
files a cost report determined to be unauditable;

routinely does not file cost reports within a reasonable time;

has submitted multiple claims for services not medically necessary;

has submitted multiple claims for services not rendered;

continues to submit problem claims despite ed
incurred significant uncollected overpayments;
had significant certification deficiencies;

has been referred to the intermediary’s program integrity unit; or

has been referred to the Office of Inspector G | by the intermediary.

ion ¢«

onooDooooooo

We found that 25 percent (698 of 2,729) of home health agencies in New York, Florida, Ilinois,
Texas, and California met our definition of a problem provider. Reimbursement to these agencies is
significant, totaling $2.5 billion or 45 percent of total home health expenditures in these States in
1995.

To leamn more about the similarities of these problem providers we selected a random sample of 60 for
a more detailed examination. We gathered data from the following sources: 1) audit, medical review,
and program integrity files maintained by the intermediaries; 2) public records regarding business
ownership, criminal convictions, and related information maintained by an on-line data base; and 3)
files and databases maintained by the Office of Inspector General, HCFA, and State licensing and
certification agencies.

Common characteristics among problem home health agencies include:

0  Higher Cost. These agencies tend to be newer to the Medicare program, for-profit, provide
more visits per patient, receive higher average reimbursement per patient and serve more
chronic patients than other agencies in the State. Nearly two thirds of our sample providers
have an average reimbursement per patient that is higher than the nationa! average of $4,438.
One-third of the agencies have an ge patient reimb that ds $7,000.

0  Owners With Questionable Backgrounds. Some owners of problem home health agencies
have little or no health care experience. Many have backgrounds in completely unrelated
businesses, for example: trucking, real estate, accounting, and the beauty industry. The current
certification process does not require any background checks into the owner's credit or
financial history, criminal records or past work experience. As a result we found instances
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where owners had filed bankruptcy, defaulted on loans, failed to pay Federal or State taxes, or
had been found guilty of criminal wrongdoing. N

O  Small, Family-Owned Corporations. Problem home health agencies tend to be closely-held
corporations, owned by a small number of individuals. Frequently they are family-owned with
many employing or contracting with other relatives for agency services. Sometimes the
relatives performed little or no work. In one instance, an owner’s nephew was paid $250,000
to maintain the agency’s computers. However, he was a full time college student during this
time. :

The use of relatives in a business is not in and of itself illegal or unethical. On the contrary, a
long tradition of building businesses has relied on this approach. However, in the Medicare
home health program, this greatly increases the risk of fraud. This is because a portion of
Medicare's payment is based on costs incurred and reported by the home health agency. The
use of relatives increases the possibility of deliberate collusion to make false claims or to
intermingle private and programmatic expenses. This is illustrated in the example above as
well as in others provided later in this testimony.

O Related Businesses. Many of these agencies have an intricate series of business links with
other home health agencies or businesses that provide services for the agency. We found some
of the agencies did not disclose information about their relationship to durable medical
equipment, health consulting, retirement homes or nurse registry businesses.

O Medicare As Primary Source of Income. Problem agencies have very few assets. On
average, cash on hand and fixed assets amounted to only one-quarter of their total assets.
Furthermore, 75 percent of the providers derived more than 90 percent of their income from
Medicare.

Some of these characteristics taken by themselves appear to be harmless. However, taken together we
begin to see a picture of a group of providers who are able to generate large profits with very little
jeopardy to themselves or their businesses. We are greatly concerned that these home health agencies
pose a serious risk to the home health program and the Medicare trust fund. One illustration of this is
that the 60 problem agencies in our sample have combined outstanding debt of $321 million.
Individual agency overpayments range from $100,000 to several million dollars.

A synopsis of some of the investigative cases completed by the Office of Inspector General over the
past two years also ill: the vulnerability of the Medi home health program to these problem

providers.

O  The Chief Executive Officer and his wife and co-owner of a home health agency were

convicted of conspiracy to defraud Medicare. They were accused of filing cost reports that

luded personal exp (e.g., family vacations to Mexico, golf club memberships, and a car
for a son in college), and ghost employees. They were also charged with mail fraud, paying
kickbacks, making false statements, witness tampering, money laundering, and submitting false
tax retums. The defendants were sentenced to 90 months and 32 months incarceration,
respectively. These individuals and the company will pay $255 million fines, restitutions, and
other penalties.
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O  The owner of home health agency was sentenced to 5 years prgbation and ordered to repay
$119,000 for defrauding the Medicare p The owner included in Medicare cost reports
the expenses of a costume shop she owned anda magazme she produced monthly. Fraudulent
expenses charged included payroll, leases, telephone service, and advertising.

0  The owner of a home health agency entered a settlement agreement to pay $493,000 in civil -
damages and penalties for submitting false Medicare claims. Investigation found that overa 9-
month period, the agency billed Medicare for home health services for patients who were not
homebound, and for services not rendered.

Inadequacy of Traditional Controls

Traditionally the program has looked to the home health intermediaries, certifying physicians,
beneficiaries, and service providers to control utilization of the benefit. Both of these reports
highlight the inadequacy of these existing controls over the benefit.

O  Physicians. Physicians did not play a strong role in determining need for or appropriate level
of home health services for beneficiaries. Home health agencies performed these activities. In
the four-State audit whose results we are publishing today, we interviewed 136 physicians who
had signed the plans of care associated with the unallowable claims found in our review. In 11
cases, the physicians signed the plans of care without having knowledge of the patient's
condition. In 82 cases, the physicians said they were not aware of the homebound
requirement.

O  Intermediaries. The sheer volume of claims and limits on financial resources prevents
Medicare's intermediaries from reviewing home health agency claims. Currently,
intermediaries target only about 3 percent of all claims, including home health claims, for
review. This is a significant reduction from 1988 when intermediaries were asked to review 50
percent of home health claims.

By way of contrast, private insurance companies, particularly health maintenance
organizations, exercise much closer scrutiny of home health services. Even for Medicare
beneficiaries, home health organizations do better than Medicare's intermediaries in terms of
controlling costs. For example, we found that health maintenance organizations provide home
health care for Medicare beneficiaries for only one-fourth the cost of the Medicare fee-for-
service program. They do this by using case managers to review and approve patient care. The
case managers work with physicians to plan care and write orders, review and approve both
initial and continuing visits, review medical necessity, track and report outcomes, and
participate in quality assurance activities such as clinical record reviews, team meetings, and
case conferences. Lack of resources prevent Medicare intermediaries from routinely engaging
in such activities.

0  Beneficiaries. We found that at the time this work was conducted beneficiaries were unaware

" of specifically which home health services were claimed on their behalf. However, in October
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1996, intermediaries were required to begin issuing a "Notice of Utilization" to beneficiaries.
We hope that providing this information will enable beneficiafies to help in detecting fraud.

Recommendations

As I noted in my introduction, the Health Care Financing Administration has moved to limit
vulnerabilities in the Medicare home health program. The "Notification of Services” just mentioned is
one example of this. Others include: the use of State Survey and Certification Review teams to
identify actual or potential fraud while they are on site examining compliance of home health agencies
with Medicare's conditions of participation; elimination of the use of periodic interim payments; and
undertaking development of a new provider enrollment application form and a new data base of
ownership data. The President has sent to the Congress proposals to adopt a prospective payment
system for home health and, in a separate bill on fraud, waste, and abuse, to strengthen authorities to
keep unsuitable providers from participating in the program. Cc ittees of both the S and the
House of Representatives have also developed such proposals and are now considering them in the
context of a broad reconciliation bill.

Clearly, much needs to be done to get this program under control. Even the passage of major
legislation such as that which is now pending before the Congress will not solve all the problems we
are now facing.

We propose a three part strategy to dea! with the problems we have encountered: 1) restructure the
payment system to eliminate inappropriate incentives which unnecessarily increase cost and
utilization; 2) prevent unscrupulous providers from gaining entry into the program; and 3) improve
program controls such as eligibility determination and approval of plans of care and services. A
variety of options are available for all three parts of this strategy, some of which will require legislation
or additional resources. For the purpose of handy reference, I offer the following recommendations
pertaining to these gies. Some are drawn from the two reports we are issuing today, others from
earlier reports and testimony.

Restructure the Payment Method. We strongly support the idea of a prospective payment system for
home health. This spproach would authorize a fixed payment per episode for each patient in need of
home health services. It eliminates incentives in the current payment system to increase profits by
unnecessarily increasing the number of visits provided to a patient. Unfortunately, a prospective
system may take some time to develop, whereas the need for structural reform is immediate. We have
to find & way to avoid building in to the final system the explosive growth of costs and utilization
which we are now experiencing. We have recommended other payment changes that could be used
until a prospective payment system has been adopted. Options include: visit caps or limits; cost limits
per beneficiary; benefit targeting; limits on expenditures per beneficiary; and beneficiary copayments.

Keep Problem Providers Out of the Program. Unfortunately, structural reforms may do little to
protect the program from truly unscrupulous providers. It is important that the program take steps that
will enable HCFA to identify problem providers and prevent them from abusing the program as well as
prevent problem providers from entering the program. Our recommendations include:
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requiring that each home health agency obtain a surety bond equal to the amount of anticipated
Medicare billings during its fiscal year. The cost of the bond should not be considered a
reimbursable expense for Medicare cost reporting purposes.

requiring “application fees,” so that new and existing home health agencies are required to pay
for their initial certifications, comprehensive on-site reviews, and recertification.

requiring that the majority of the home health agency's principals have prior health care
experience directly related to the provision of home health services in order to receive
Medicare certification.

developing a data bank of owners, principals, and other home health agency officials and
related organizations so that their activity can be cross-referenced to identify potentially
fraudulent practitioners and businesses.

requiring that all home health agency owners and principals provide their individua! Social
Security numbers and Employer Identification numbers when they submit an application to
become Medicare providers. This will make it possible for HCFA to review the applicants
background for such things as criminal behavior or prior administrative sanctions before
deciding whether the agency should certified for participation in the Medicare program.

prior to certification, assuring that new home health agencies are financially sound and have
adequate fiscal record keeping capabilities and that their owners and principals are qualified
and trustworthy. -

ducting more extensive background checks to determine the suitability of, and, if
appropriate, refusing to enroll, any agency whose owners or principals:

- owe money to the Federal govemment in the form of Medicare overpayments, tax liens,
or unpaid loans;

- have filed bankruptcy or have negative credit ratings;
- have prior criminal records; and/or

- have been associated with, or are the relatives of the owner of, a Medicare provider
who was found to defraud, abuse, or otherwise misappropriate Medicare dollars.

luding the discharge of Medicare debts through bankruptcy.

P

Improve Program Controls. Even with competent, trustworthy providers, the day to day
management of this benefit will be a daunting task that will require the attention of everyone involved
in it~home health agencies, fiscal intermediaries, certifying physicians, even beneficiaries and their
families. Following are some specific improvements needed in current program operations:

u]

ensuring that patients are truly homebound, such as by:
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strictly applying the definition of "homebound;"

requiring beneficiaries to certify their "homebound” st;itus; and

- developing additional guidance and definitions for defining "homebound" status.
0  improving physician supervision of home health services, in particular:

- requiring the patient's physician to examine the patient before ordering home health
services and to see the patient at least once every 60 days;

ensuring that the treating physician establish the plan of care and specifically prescribe
the type and frequency of services needed; and

better educating physicians on Medicare eligibility requirements so they do not have to
rely on the home health agency's determination.

having intermediaries perform more focused medical reviews, with physician and beneficiary
interviews to verify services.

continuing to provide beneficiaries with notifications of services provided and using feedback
from the beneficiaries to target abusive home health agencies for focused medical review.

Conclusion

In summary, Mr. Chairman, the Medicare nome health program is in trouble. Prompt action is needed
on a broad front to prevent the loss of billions of dollars a year in inappropriate payments.

I am well aware how trite such a statement can sound. But even those of us accustomed to reading a
daily fare of audits, inspections, and investigations on numerous subjects are profoundly worried about
the potential dollar losses in the home health program. Our studies, conducted over several years now,
have consistently, relentlessly reminded us of the seri of the problems we are facing. Studies
conducted independently by the General Accounting Office have reached similar conclusions.
Reforms and better controls are needed, not to prevent Medicare beneficiaries from receiving services
which they need, but to ensure that they will always be able to do get them. We thank you for holding
this hearing, and I welcome your questions.
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