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Medicare is the nation’s largest payer for health care services and, with
1991 estimated expenditures of $115 billion, represents the fourth
largest category of federal expenditures. Despite attempts to constrain
costs, Medicare spending and beneficiary out-of-pocket costs have risen
at troubling rates. The fastest growing portion of Medicare is part B,
which will account for an estimated half a billion claims and $45 billion
in benefit payments in fiscal year 1991.! The growth of these payments
also increases Medicare’s vulnerability to erroneously paid claims that
may result from provider fraud and abuse.

A key line of defense in identifying and correcting provider fraud and
abuse? are the Medicare contractors (carriers) who process and pay
Medicare part B claims. The carriers’ primary source of information on
possible provider fraud and abuse is part B beneficiaries. No one has a
greater stake in protecting part B benefits more than the program’s 33
million beneficiaries—those eligible to have services paid. For every
dollar wasted, the beneficiary risks potential cutbacks in program cov-
erage, increased out-of-pocket expenses for deductibles and coinsurance,
and increased premiums for both Medicare and supplemental insurance.

Because of beneficiary reports that the carriers were not acting on their
complaints of provider fraud and abuse, you requested us to review
Medicare’s responsiveness to these complaints. In discussions with your

'Medicare benefits are provided under two parts. Part A covers inpatient hospital, skilled nursing
facility, home health, and hospice care services. Part B covers physician services, outpatient hospital
services, durable medical equipment, and various other health services, such as laboratory tests and
diagnostic X-rays.

2The Health Care Financing Administration (HCFA) defines fraud as an intentional deception or mis-

representation that could result in payment of an unauthorized Medicare benefit. HCFA defines abuse
as a provider practice that directly or indirectly results in unnecessary costs to Medicare or improper
reimbursement.
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Results in Brief

office, we agreed to determine (1) the extent to which Medicare carrier
personnel identify and refer beneficiary complaints to carrier investiga-
tive units, (2) the thoroughness of carriers’ investigations of complaints,
and (3) the impact of proposed budget cutbacks on these activities.

To perform this work, we reviewed how five carriers receive and inves-
tigate beneficiary complaints of provider fraud and abuse by visiting
the carriers, speaking with HCFA officials about carrier oversight, and
reviewing HCFA's investigation requirements. At the carriers, we moni-
tored 1,000 incoming beneficiary telephone calls and reviewed a random
sample of 155 beneficiary complaint cases. (See app. I for more details
on our scope and methodology.)

Carriers are missing out on opportunities to detect potential fraud and
abuse because telephone personnel who first receive beneficiary com-
plaints of provider fraud and abuse frequently do not refer them to the
carriers’ investigative units. Instead, carriers often tell beneficiaries to
submit their complaints in writing or to resolve them with providers—
even though the beneficiary has described the complaint in detail over
the telephone.

Further, when complaints are referred, carrier investigative units often
do not fully investigate those that contain substantial indications® of
potential fraud and abuse. Carriers failed to fully investigate almost
three-quarters of such complaints in our sample even though thorough
investigations can result in substantial savings to the Medicare program.
The mishandling of beneficiary complaints results partly from inade-
quate HCFA guidance and oversight.

The administration’s initial fiscal year 1992 budget request for HCFA sig-
nificantly reduced funding for carrier personnel who answer beneficiary
inquiries, including fraud and abuse complaints. However, HCFA officials
told us that funds would be reallocated within the fiscal year 1992
budget to minimize this reduction.

Background

Nearly 900,000 physicians and suppliers bill the Medicare part B pro-
gram annually. HCFA estimates that during fiscal year 1991, the pro-
gram’s 34 Medicare carriers will process about 500 million claims and

3The provider had two or more similar substantiated complaints within the last 2 years, or the cur-
rent complaint, on its own, strongly suggests fraud or abuse.
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pay nearly $45 billion in part B benefits. Given this enormous invest-
ment, protecting against provider fraud and abuse is essential to the
program’s efficient operation.

Figure 1: Key Roles of Medicare
Beneficiaries and Carriers in Detecting
Fraud and Abuse

Carrier sends beneficiary a notice that
lists charges submitted to
Medicare for payment decisions

Beneficiary notifies carrier of any
errors

|

Carrier logs error and assigns it to
special investigative unit

Investigative unit analyzes errors to
identify patterns of fraud or
abuse

I |

Carrier refers potential cases of fraud
or abuse to HHS Inspector
General

If no fraud or abuse is found, carrier
acts to recover overpayments

Inspector General may fine or exclude
provider from Medicare program or
refer case to Department of Justice for
criminal prosecution

After a provider submits a claim to a carrier for Medicare rendered ser-
vices and the carrier determines whether and how much to pay, the car-
rier sends the beneficiary an explanation of the actions it took.* The
statement asks the beneficiary to call the carrier immediately if he or

4This is called an explanation of Medicare benefits.
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Carriers Often Fail to
Refer Complaints for
Investigation

she did not receive the identified services or if there are other errors in
the statement.’ Thus, beneficiaries serve as the primary check on prov-
iders’ bills because they are in the best position to identify payments for
services or medical equipment that were not received or that they
believe were unnecessary.

Medicare carriers also play an essential role in detecting fraud and
abuse. Each carrier is required to train personnel who receive benefi-
ciary complaints to detect possible fraud and abuse and refer these com-
plaints to its investigative unit. This unit is responsible for integrating
information from beneficiary complaints with provider data, such as
payment histories and prior complaints, to determine if a provider
exhibits a pattern of potential fraud or abuse. When investigations con-
firm potential fraud or abuse, carriers are instructed to refer these cases
to the Department of Health and Human Services (HHS) Office of
Inspector General for further investigation and possible punitive action,
such as fines, exclusion from the Medicare program, or referral to the
Department of Justice for criminal or civil action.

HCFA monitors the quality of carrier fraud and abuse detection efforts
through its carrier evaluation program. During its annual evaluations,
HCFA reviews carrier instructions and procedures and a sample of carrier
fraud and abuse investigations to determine if carriers have been com-
plying with Medicare’s investigative requirements.

At the five carriers we visited, over half of the beneficiary calls
involving complaints of provider fraud or abuse were not properly
referred for investigation, Fifty-six (5.6 percent) of the 1,000 calls we
monitored involved potential provider fraud or abuse. In most instances,
beneficiaries stated they had not received the services billed to
Medicare.

Although HCFA has no instructions on the actions carriers should initially
take on incoming complaints, HCFA officials agree that, for a complaint to
be properly handled, carrier personnel should record the complaint and
forward the information to the carrier’s investigative unit. Carrier per-
sonnel, however, did not properly refer 31 of the 56 complaints for
investigation. Instead, beneficiaries were instructed either to write to
the carrier, despite having already explained the matter in detail on the

5In fiscal year 1990, beneficiaries made about 18 million calls to carriers that included an unknown
number of complaints of provider fraud and abuse.
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telephone, or to resolve the problem with the provider. In other cases,
the beneficiary offered to resolve the problem with the provider. Fur-
ther, carrier personnel did not recognize some complaints as potential
fraud and abuse. (See app. II for details on how each carrier handled
complaints not properly referred for investigation.)

For example, in Massachusetts, a beneficiary called the carrier and
stated that she had paid a physician in full before leaving his office and
wanted to know if Medicare had processed her claim. The carrier repre-
sentative stated that Medicare had paid the physician, since the claim
had been submitted on assignment.¢ By accepting assignment, the physi-
cian is precluded from collecting the total billed amount from the benefi-
ciary. The carrier representative suggested that the beneficiary contact
the physician to request a refund. The representative’s supervisor
agreed with us that the complaint should have been referred for investi-
gation because the physician billed Medicare and the patient—both an
assignment violation and a potentially fraudulent action.

A beneficiary living in California was notified by the Arizona carrier
that Medicare had paid for a diagnostic X-ray taken by an Arizona pro-
vider. The beneficiary called the carrier and reported that she had not
received the service. Rather than referring the matter for investigation,
the Arizona carrier representative asked the beneficiary to write the
carrier, restating the same information. A carrier official agreed with us
that the representative should have recorded the complaint and referred
it for investigation.

In Florida, a beneficiary’'s wife called to verify that an optician had
refunded $433 owed to Medicare. She stated the optician had billed
Medicare for services that her husband had not received, and when she
brought this matter to the optician’s attention, he agreed to return the
money to Medicare. The complainant alleged that the optician was
cheating Medicare because he frequently billed for nonrendered ser-
vices. The carrier representative told the complainant that the optician
had refunded part of the amount, but there was no record that the
entire amount had been refunded. After discussing the matter for nearly
15 minutes, the representative instructed the complainant to submit her
complaint in writing to the carrier. The complainant became irate,
stating that she was tired of calling and writing Medicare and wanted to
speak with the representative’s supervisor. The supervisor quickly

6+ Assignment” refers to a physician's decision to bill Medicare directly and accept the program’s
allowed charge as payment in full.
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Carriers Do Not Fully
Investigate Some
Complaints

solicited the necessary information and referred the matter for investi-
gation. The supervisor agreed with us that the representative had not
properly handled the call and should have referred the complaint imme-
diately for investigation.

In Texas, a beneficiary called the carrier, stating that he did not recall
going to a particular physician whom Medicare had paid for surgery.
The carrier representative did not recognize the complaint as potential
fraud or abuse and thus did not refer the complaint for investigation.
The representative’s supervisor agreed with us that because the com-
plainant alleged nonrendered services, the representative should have
referred the matter for investigation.

In our sample of beneficiary complaints referred to investigative units,
the carriers did not adequately investigate almost three-quarters of the
complaints where substantial indications of potential provider fraud
and abuse existed. Most of the 155 complaints in our sample were due to
beneficiary misunderstandings or pertained to providers who carrier
records showed had no prior history of substantiated complaints. How-
ever, 15 of the cases contained substantial indications of potential fraud
and abuse in that the provider had two or more similar, substantiated
complaints within the last 2 years, or the current complaint, on its own,
strongly suggested fraudulent or abusive behavior. Only four of the
cases were fully investigated. In the other 11 cases, the carriers did not
fully investigate the complaints to determine if fraud or abuse existed.
Instead, carriers treated these complaints as isolated instances and only
sought the overpayments due Medicare or the beneficiaries. (See app. III
for the results of how carriers handled the 15 cases indicating potential
fraud and abuse.)

One beneficiary in Florida complained that a physician and a nurse
came to her home, claiming Medicare had sent them because elderly
people were dying due to inadequate care. They asked her to sign some
papers. The same day, several medical equipment items were delivered
to her home by a supplier. The beneficiary called the supplier the next
day and requested that the equipment be picked up and not be billed to
Medicare because she neither needed the equipment nor ordered it. She
later received a notice, however, that Medicare had paid the physician
for a home visit and the supplier for the equipment. Even though the
beneficiary’s complaint strongly suggested fraudulent behavior by the
physician and supplier, the Florida carrier did not fully investigate the
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matter to determine if fraud or abuse existed. Instead, the carrier
merely required the supplier to refund $773.71 in payments.

Carrier officials acknowledged that this case was not properly investi-
gated. At our suggestion, the carrier performed additional investigative
work, identifying additional beneficiaries who had been similarly
approached by the same providers. The carrier is preparing the case for
referral to the HHS Inspector General in Florida for possible punitive
action.

For 7 of the 11 cases that we concluded were not fully investigated, car-
rier officials told us that, in their view, these cases had been sufficiently
investigated and cited two principal reasons for believing so. First, they
did not consider the number of prior complaints against the provider to
be sufficient to warrant an expanded review. Second, they did not
believe an expanded review was necessary because the complaints
resulted from provider billing errors, and they did not have sufficient
resources to investigate every provider that had two or more billing
errors.

We disagree with the carriers’ position and believe they are missing
opportunities to save Medicare funds. One case in which a carrier did
not believe an expanded review was necessary had 23 similar com-
plaints against the provider since November 1989. Another had two
prior substantiated complaints within the last 2 years for assignment
violations that HCFA's guidance states is a clear indication of potential
fraud. Even though billing errors may not be due to fraud and abuse, a
carrier official acknowledged that prior expanded reviews of billing
errors have resulted in overpayment recoveries.

We found other indications that cases are not fully investigated. For
example, there was frequently no evidence that a carrier considered a
provider’s complaint history as part of the investigation, even though
HCFA requires investigative units to review this information when the
complaint is not the result of an error or misunderstanding. Further, two
carriers never prepared written rationales for closing cases, as HCFA
requires, and a third carrier occasionally failed to do so. The lack of
written rationales makes it difficult to determine what steps carriers
took during their investigations.
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The failure of carriers to refer some complaints to their investigative
units or to fully investigate some complaints for possible fraud or abuse
resulted partly because of inadequate HCFA guidance and oversight.

HCFA has not developed instructions for carrier staff who initially
receive beneficiary complaints of provider fraud and abuse on how to
identify and refer these complaints for investigation. Instead, HCFA
requires carriers to develop their own instructions.

The instructions of the five carriers we visited were generally confusing,
inconsistent, or incomplete. For example, one carrier’s instructions con-
tained conflicting guidelines on whether beneficiaries should be told to
submit their complaints in writing or carrier telephone personnel should
record the complaint and refer it to the carrier’s investigative unit. The
carrier clarified its instructions once we brought this matter to its atten-
tion. Another carrier followed an informal policy of encouraging benefi-
ciaries to discuss matters involving potential fraud and abuse directly
with providers. A third carrier did not have any written instructions for
its staff.

In September 1991, HCFA officials gave us a draft of instructions that
would require carrier personnel to record beneficiary complaints and
forward this information to the carrier’s investigative unit. Our review
of the draft instructions disclosed that HCFA officials were responsive to
our concerns.

HCFA’s annual evaluations of carrier fraud and abuse detection efforts
were inadequate for the five carriers we reviewed. First, HCFA did not
monitor any beneficiary telephone calls to determine if complaints of
provider fraud and abuse were appropriately identified and referred to
carrier investigative units. A HCFA official told us that such monitoring is
not performed because HCFA has no reason to believe that carrier per-
sonnel are not referring complaints for investigation. Second, despite the
problems we found at the five carriers, HCFA's 1990 evaluations did not
raise any concerns about (1) carrier instructions for identifying fraud
and abuse complaints or (2) the thoroughness of carrier investigations.
During its evaluations, we believe HCFA should more closely examine car-
rier investigations of beneficiary complaints to ensure that they are
thorough.

Another area in which HCFA’s instructions do not provide adequate guid-

ance to carriers concerns when the investigation of a beneficiary com-
plaint should be expanded and the additional steps an expanded

Page 8 GAO/HRD-92-1 Medicare Provider Fraud and Abuse



B-245700

Fully Investigated
Complaints Result in
Significant Benefits

investigation should include. HCFA's instructions state that carriers
should conduct an expanded investigation of a beneficiary complaint of
provider fraud and abuse if the carrier determines that the complaint is
not the result of a provider error or misunderstanding. Carriers are to
use their discretion in deciding whether or not a complaint is the result
of a provider error or a misunderstanding. Carrier officials told us that
they lacked enough resources to conduct an expanded investigation of
each complaint that was not an error or a misunderstanding. As a result,
they made subjective decisions on which complaints should be more
thoroughly investigated. We found that in some cases the carriers we
visited decided not to conduct an expanded investigation even though
there were substantial indications of potential fraud and abuse.

In some cases where carriers decided to expand an investigation, we
found that they did not sufficiently develop the cases to determine if
fraud or abuse existed. An expanded investigation includes, among
other steps, a review of the provider’s claims history and documentation
on prior complaints. Also, depending on the nature of the complaint, the
carrier can decide to contact a sample of other beneficiaries who
received similar services from the same provider to determine if other
indications of potential fraud exist. The carriers we visited made subjec-
tive decisions about when an expanded investigation should include con-
tacting a sample of beneficiaries, and in some cases, carriers did not do
so even when the evidence seemed to indicate that such action should be
taken. Carrier officials told us they did not have enough resources to
perform a beneficiary survey for each complaint in which the provider’s
history and prior complaints suggested potential fraud and abuse.

Carrier failure to fully investigate beneficiary complaints of provider
fraud and abuse can result in missed opportunities to recover overpay-
ments, impose penalties, and send a message to the provider community
that fraudulent or abusive behavior will not be tolerated.

For example, in 1986, several beneficiaries in Massachusetts complained
that Medicare had paid for eye care services not rendered. Upon initial
investigation, the carrier found that the provider’s billing agent was sep-
arately billing for portions of eye examinations that Medicare had previ-
ously paid. Working with the HHs Office of Inspector General, the carrier
later expanded its review to over 100 additional beneficiaries who had
received similar services. According to the Department of Justice, the
billing agent had submitted about 300 fraudulent claims totaling about
$658,000. In September 1990, the agent pleaded guilty to defrauding
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Proposed Funding for
Fraud and Abuse
Detection

Conclusions

Medicare and was assessed a $25,000 fine and excluded from the Medi-
care program. Also, the provider agreed to refund $2.5 million, plus
interest, to the federal government. ‘

The administration’s fiscal year 1992 budget request for HCFA reduces
funding for carrier personnel who answer beneficiary inquiries,’
including fraud and abuse complaints, by 57 percent (from $122.6 mil-
lion to $52.3 million). One carrier we visited estimated that the proposed
budget reduction would translate into a 72-percent shortfall, given infla-
tion and an anticipated increased carrier workload. This carrier pre-
dicted significant employee layoffs, with a corresponding dramatic
decrease in the carrier’s ability to answer incoming beneficiary tele-
phone calls and correspondence.

On September 9, 1991, HCFA officials told us that they intend to reallo-
cate funds within the fiscal year 1992 budget to minimize the proposed
reduction in beneficiary communications funds. Although the final
funding level has not yet been agreed upon, HCFa officials stated that the

* 1992 budget for beneficiary communications will be between $93 and

$115 million, depending on whether HCFA will continue to provide car-
riers funding for toll-free beneficiary telephone service. HCFA officials
stated that these funding levels will enable carriers to respond to all
beneficiary inquiries in a timely manner.

The carriers we reviewed had not established effective procedures to
ensure that beneficiary complaints of potential fraud and abuse were
properly identified and referred to carrier investigative units and that
the complaints that were referred were adequately investigated. More-
over, HCFA's evaluations of carrier operations were not identifying these
problems. Carrier officials also alleged that they lacked sufficient
resources to thoroughly investigate all complaints of provider fraud and
abuse.

To partially correct these problems, HCFA should implement its draft
instructions to carriers for identifying and referring beneficiary com-
plaints of provider fraud and abuse to carrier investigative units. Also,
HCFA should more explicitly define for carriers the requirements for
investigating beneficiary complaints of potential fraud and abuse and

“Carrier funding for responding to beneficiary inquiries is included in the beneficiary communications
budgetary line item.
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Recommendations

improve its carrier evaluation program in this area. Finally, HCFA should
examine the adequacy of carrier funding for fraud and abuse detection
efforts.

As noted in prior testimony,® we have found that budget reductions in
the program safeguard area are undermining fraud and abuse detection
activities and resulting in large program losses. We recommended that
the Congress establish a Medicare funding procedure for enforcement
activities, similar to that authorized by the Budget Enforcement Act of
1990 to fund Internal Revenue Service (IRS) compliance activities. The
act provides for discretionary spending increases for IRS compliance
funding outside of domestic discretionary funding caps.

We recommend that the Secretary of HHS direct the Administrator of
HCFA to

implement draft instructions to carriers for identifying and referring
beneficiary complaints of provider fraud and abuse to carrier investiga-
tive units,

establish clear guidance to carriers for thoroughly investigating these
complaints,

require that HCFA's annual carrier evaluations be used to monitor a
sample of beneficiary telephone calls to ensure that complaints of fraud
and abuse are (1) properly identified by carrier staff who initially
receive them and (2) referred to carrier investigative units, and
examine the adequacy of carrier funding for fraud and abuse detection
efforts and, if necessary, seek additional funding.

As agreed with your offices, we did not obtain written comments from
HCFA on this report. However, we discussed our findings with HCFA offi-
cials and incorporated their comments where appropriate.

8Medicare: Further Changes Needed to Reduce Program Costs (GAQ/T-HRD-91-34, Jurne 13, 1991).
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Copies of this report are being sent to other congressional cornmittees,
the Secretary of Health and Human Services, and other interested par-
ties. This report was prepared under the direction of Janet L. Shikles,
Director, Health Financing and Policy Issues, who can be reached on
(202) 275-5451. Other major contributors are listed in appendix IV.

La.u.\u.u.m_“ ‘\ﬁeu.u@aew_.

Lawrence H. Thompson
Assistant Comptroller General
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Scope and Methodology

We performed work at Health Care Financing Administration headquar-
ters in Baltimore and regional locations in Boston and Jacksonville. We
also performed work at five Medicare carriers—Aetna Life and Casu-
alty Company (Arizona field office), Blue Cross and Blue Shield of
Florida, Blue Shield of Massachusetts, Blue Cross and Blue Shield of
Texas, and Transamerica Occidental Life Insurance Company of Cali-
fornia. These five carriers received about 25 percent of the 18.3 million
calls beneficiaries made to carriers in fiscal year 1990. We visited the
carriers in Florida and California at the Committee’s request. We
selected the remaining carriers with a view toward obtaining (1) a
variety of geographical locations and (2) representation of both Biue
Cross and Blue Shield organizations and other insurers. During fiscal
year 1990, the investigative units at the carriers we visited had about 45
staff to investigate about 14,200 complaints of provider fraud and
abuse. Carriers estimated that about 90 percent of these complaints
originated from beneficiaries.

To determine if carriers identify and refer beneficiary complaints of
provider fraud and abuse for investigation, we (1) reviewed carrier
instructions for identifying and referring fraud and abuse complaints,
(2) monitored, over several days and at different times of the day, 1,000
incoming beneficiary telephone calls (200 calls at each carrier), (3) iden-
tified the calls in which beneficiaries alleged provider fraud or abuse,
and (4) determined whether carrier personnel identified and referred
complaints to carrier investigative units.

To determine whether potential fraud and abuse complaints were thor-
oughly investigated by the five Medicare carriers, we (1) reviewed
HCFA's instructions on how fraud and abuse complaints should be inves-
tigated, (2) reviewed a random sample of 155 beneficiary complaint
cases for 1990 (about 30 cases at each carrier), (3) identified all cases
where providers had two or more similar substantiated complaints filed
against them within the last 2 years or where the current complaint
strongly suggested fraudulent or abusive behavior, and (4) determined
the final disposition of these cases.

To determine the impact of the proposed funding cuts on carrier fraud
and abuse detection efforts, we (1) reviewed the administration’s fiscal
year 1992 budget submission for HCFa and (2) interviewed carrier and
HCFA officials to obtain their views on this subject.

We conducted our work between November 1990 and April 1991 in
accordance with generally accepted government auditing standards.
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How Carriers Handled Complaints That Were
Not Properly Referred for Investigation

Figures are number of complaints

Instructed or Not recognized
allowed to settle Instructed to as potential
Carrier with provider  submit in writing fraud/abuse Other* Total
Aetna Life and Casuaity Co. (AZ) 2 4 0 0 6
Blue Cross and Blue Shield of Florida 1 5 0 1 7
Blue Shield of Massachusetts 1 0 0 0 1
Biue Cross and Blue Shield of Texas i 0 1 0 2
Transamerica Occidental Life
Insurance Co. (CA) 7 5 3 0 15
Total 12 ' 14 4 1 31

2The carrier representative instructed the beneficiary to contact another carrier regarding the complaint
but failed to give the beneficiary the carrier's address or telephone number.
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How Carriers Handled Referred Cases
Indicating Potential Fraud and Abuse

Cases where providers had recent Cases that strongly suggested

prior substantiated complaints® fraudulent or abusive behavior
Fully Not fully Fully Not fully
Carrier investigated investigated investigated investigated
Aetna Life and Casualty Co. (AZ) 0 2 0 1
Blue Cross and Blue Shield of Florida 2 1 0 1
Blue Shield of Massachusetts 1 2 0 0
Blue Cross and Biue Shield of Texas 1 1 0 1
Transamerica Occidental Life Insurance Co. (CA) 0 2 0 0
Totai 4 8 0 3

aTwo or more similar, substantiated complaints in the past 2 years.
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Major Contributors to This Report

H an Resources John C. Hansen, Assistant Director, (202) 426-1053

Division,
Washington, D.C.

. . Robert Dee, Regional Management Representative
Boston Reglonal Office Roland Poirier, Evaluator-in-Charge

Vanessa Adams, Evaluator

. Dorian Dunbar, Senior Evaluator
LOS_ Angeles Reglonal Dawn Sellers, Evaluator
Office
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