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This is our report on sizable amounts due the Government
by institutions that terminated their participation in the Medicare
'’ program. The program is administered by the Social Security 7.
+  Administration, Department of Health, Education, and Welfare,

Our review was made pursuant to the Budget and Accounting
Act, 1921 (31 U,S.C. 53), and the Accounting and Auditing Act
of 1950 (31 U.S,C. 67).

Copies of this report are being sent to the Director, Office
of Management and Budget, and to the Secretary of Health, Educa-
tion, and Welfare,
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Nevertheless, improvements in the techniques of intermediaries in estimating

" costs through closer adherence to SSA instructions could reduce overpayments.

(See pp. 20 to 24.)

Overpayments occurred also because "current financing" Medicare payments--
those made available to cover an institution's costs during the time it takes
to process its bills and received payments--were not immediately refunded,
though regquired. As a result, the institutions were paid again under normal
bi11ing procedures.

These overpayments could be minimized or avoided, if SSA informed the in-
termediaries more quickly than it has done of institutions that have termi-
nated, or are terminating, their participation. (See pp. 25 to 27.)

Overpayments occurred also because tentative settlement payments--those based
on the institutions' unaudited cost reports--proved to be excessive when in-
termediaries audited the cost reports. SSA amended its instructions in

April 1971 to provide that tentative settlement payments to terminated in-

stitutions not be made on the basis of unaudited cost reports. (See pp. 28
and 29.)

Intermediary problems in identifying
and_recovering overpayments

Once an overpayment to an institution has been identified, the intermediar-
jes generally have two ways to effect recovery: to offset the overpayment
against other Medicare amounts due or to obtain a refund.

GAQ found that:

--In numerous situations four of the five intermediaries included in its
review had not recovered known overpayments by the offset procedure.

--Intermediary collection efforts to obtain refunds had been only partially
successful.

--227 institutions were delinquent in submitting 332 cost reports covering
interim payments of about $17 million as of November 1970. Intermediar-
ies were unable to determine the extent of any applicable overpayments.

Submission of these cost reports had been due for an average of about
2 years.

--For two of the five intermediaries the amounts due the Government were
not readily available from records maintained. (See pp. 37 to 40.)

Lack of adequate Federal controls

Responsibility is placed by law with the administrative agencies--such as
SSA--for collecting debts determined to be due the United States which arise
as a result of their activities. Debts which cannot be collected by the ad-

ministrative agencies are to be referred to GAQ for further collection ac-
tion. (See p. 43.)

Tear Sheet 3



As of November 1971, SSA had not established accounting controls over the
overpayments or delinquent cost reports for terminated institutions until
after the cases had been referred to GAQ for collection. Because these re-
ferrals represented only a small fraction of outstanding overpayments and
delinguent cost reports, SSA did not have adequate controls to effectively

manage co%]ection of the vast majority of the outstanding debts. (See pp.
43 to 46.

Terminated institutions indebted to Medicare
continued Medicaid participation

About 66 percent of the 136 institutions included in GAQ's review that vol-
untarily terminated from Medicare continued participation in State Medicaid
programs. Under Medicaid the Federal Government pays from 50 to 83 percent

of the costs incurred by States in providing health services to individuals
unable to pay.

As of November 1970 about 60 percent of the institutions continuing Medic-
aid participation had Medicare overpayments outstanding of about $760,000 or
had not submitted cost reports to account for Medicare payments of about
$1.3 million. These institutions had received payments under Medicaid which
in some cases far exceeded the amounts they owed Medicare. However, under
the existing law, the Federal share of Medicaid payments cannot be withheld
from these debtor institutions. (See pp. 48 to 51.)

RECOMMENDATIONS OR SUGGESTIONS

HEW should obtain closer adherence by intermediaries to existing instructions
and procedures and should improve procedures. (See pp. 30 and 41.)

To better manage its collection activities, HEW should establish management
controls designed to provide current and meaningful information on the status
of terminated institutions' Medicare accounts from the time they terminate

their ggreements until the accounts are paid or otherwise disposed of. (See
p. 46.

AGENCY ACTIONS AND UNRESOLVED ISSUES

HEW essentially agreed with GAO's recommendations. Of particular importance
is developing a system requiring intermediaries to report quarterly to SSA on

--all outstanding overpayments to institutions, including those that have
terminated, and

--the status of recovery actions by intermediaries.

The first quarterly report under this system is to include all overpayments
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MATTERS FOR CONSIDERATION BY THE CONGRESS

L

!

The Medicaid law should be amended to authorize HEW to withhold--subject to
appropriate advance notice to a State--Federal participation in State Medic-
aid payments to those institutions which have terminated from Medicare and
which refuse to refund Medicare overpayments or to submit cost reports to
account for Medicare payments received. (See p. 54.)

On March 20, 1972, the Senate Committee on Finance announced that, in connec-
tion with its deliberations on the Social Security Amendments of 1971

(H.R. 1), it had decided to initiate an amendment to the law along the lines
recommended by GAO. (See pp. 29, 41, and 47.) As of June 1972 House bill 1
was being considered by the Finance Committee.

This report contains information on problems in recovering overpayments made
to hundreds of terminated dinstitutions. This information should assist com-

mittees of the Congress in carrying out their legislative and oversight re-
sponsibilities for the program.
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CHAPTER 1

INTRODUCTION

Titles XVIII and XIX of the Social Security Act
(42 U.S.C. 1395 and 1396), enacted on July 30, 1965, estab-
lished the Medicare and Medicaid programs to help provide
certain groups of eligible persons with protection against
the costs of health-care services.

The Medicare program, which became effective on July 1,
1966, is administered by the Social Security Administration
(SSA), Department of Health, Education, and Welfare (HEW),
and provides two basic forms of protection against the costs
of health care for eligible persons aged 65 and over.

--Hospital Insurance Benefits for the Aged (part A)
covers inpatient hospital services and posthospital
care in extended-care facilities (ECFs) and the
patient's home. Part A is financed primarily by
special social security taxes collected from employees,
employers, .and self-employed persons. About 21 mil-
lion people have part A coverage.

--Supplementary Medical Insurance Benefits for the
Aged (part B) is a voluntary program covering physi-
cian services and a number of other medical and
health benefits. Part B is financed by premiums
collected from each eligible beneficiary who elected
to be covered by the program and by matching amounts
appropriated from the general revenue of the Federal
Government, About 20 million people have part B
coverage.

In December 1971, about 6,750 hospitals and 4,100 ECFs
were participating in Medicare.

The Medicaid program, which became effective on Janu-
ary 1, 1966, is administered at the Federal level by the
Social and Rehabilitation Service (SRS) of HEW and is a
grant-in-aid program under which the Federal Government
shares in the costs incurred by the States in providing
health-care services to individuals who are unable to pay
for such care.



As of December 1971, 48 States and four jurisdictions--
the District of Columbia, Guam, Puerto Rico, and the Virgin
Islands--had adopted Medicaid programs. The Federal Govern-
ment pays for 50 to 83 percent--depending on the per capita
income of each State--of the costs incurred by the States
under Medicaid. State Medicaid programs are required to
provide inpatient and outpatient hospital services, labora-
tory and X-ray services, skilled-nursing-home services, phy-
sician services, home health services, and early and periodic
screening and treatment of eligible persons. Additional
services, such as prescribed drugs and dental care, may be
included in its Medicaid program if a State so chooses.

TERMINATION OF AGREEMENTS
TO0 PARTICIPATE IN MEDICARE

As authorized by the Social Security Act, the Secretary
of HEW made agreements with individuals or organizations for
the participation of their institutions (hospitals and ECFs)
in Medicare. The agreements require that the institutions
meet and maintain certain legal and regulatory health and
safety standards and obligate the institutions to comply
with the reimbursement principles set forth by HEW.

Either party may‘terminate the agreement. The Secre-
tary of HEW may terminate on notice to the institution and
the public that the institution has not

-~complied substantially with the agreement,
--met the required health and safety standards,

-~provided information necessary to determine whether
payments were due, or

-~-permitted examination of such records necessary to
verify information provided to the Secretary.

An institution may voluntarily terminate the agreement at
any time notice to the Secretary and to the public. The
permanent or temporary cessation of the furnishing of serv-
ices to a community, according to HEW regulations, is a
voluntary termination of the agreement by the institution.



BEST DOCU ey AVAL iy

A common form of termination is a change of ownership.
As defined by SS5A, a change of ownership refers to a change
of the individual or organization which had been a party to
the agreement with the Secretary. A termination due to a
change of ownership has usually resulted in the institution's
continuing to participate in Medicare but participating
under a new agreement. The new owner, however, may not be
responsible for the debts incurred by the previous owner
operating under the terminated agreement.

Number and tvpes of terminations

The number of institutions that have terminated from
Medicare has been substantial and has been continually in-
creasing. Nationwide, as of December 1971, about 5,000
agreements involving hospitals and ECFs, or about 30 percent
of the approximately 16,000 agreements entered into from
Medicare's inception, had been terminated. ECFs accounted
for 3,743, or about 75 percent of the terminations. Accord-
ing to SSA statistics, as of April 1970, December 1970, and
December 1971, these agreements were terminated under the
following circumstances.

Basis for térmi-

nating agreement April 1970 (note a) December 1970 December 1971
to participate in Hos- Hos- Hos-
Medicare Total pitals ECFs Total pitals ECFs Total pitals ECFs

HEW initiated ter-

mination action 119 56 63 143 65 78 179 77 102
Institutions vol-

untarily re-

quested termina-

tion 1,097 89 1,008 1,640 125 1,515 2,145 154 1,991
Institutions tem-

porarily or per-

manently discon-

tinued operating 421 305 116 622 432 190 744 495 249
Change of owner-

ship-~institu-

tion continued

to participate

under new owner-

ship 1,104 317 787 1,473 445 1,028 1,819 517 1,302
Change of owner-

ship--institu-

tion did not

continue to par-

ticipate 43 3 38 112 15 97 114 . _15 99
Total 2,784 772 2,012 3,990 1,082 2,908 5,001 1,258 3,743

%e used the mumber of terminated agreements as of April 30, 1970, as the basis for
our review in three States, (See p. 12.)



FINANCIAL EFFECTS OF
TERMINATIONS UNDER MEDICARE

The Social Security Act requires that Medicare payments
to institutions be made for the reasonable cost of services
furnished to Medicare patients. It authorizes the Secretary
of HEW to prescribe regulations establishing the methods to
be used in determining reasonable costs and states that such
regulations should provide for making suitable retroactive
corrective adjustments where, for any accounting period, the
aggregate reimbursement was either inadequate or excessive,

HEW issued regulations which established the guidelines
and procedures to be used by institutions in determining.
reasonable cost. HEW intended that these reimbursement
principles recognize all necessary and proper costs incurred
by the institutions in furnishing services to Medicare pa-
tients and avoid including the costs of providing care to
non-Medicare patients,

Payments to hospitals and ECFs under Medicare are usu-
ally made by fiscal intermediaries under HEW contracts ad-
ministered by SSA.

The institutions are paid on a basis of estimated costs
during the year. These interim payments are intended to
approximate, as nearly as possible, actual costs to minimize
the amount of retroactive adjustments when settlements are
made with the institution after the end of each accounting
period, To facilitate making settlements, SS5A instructions
require the institutions to submit Medicare cost reports to
intermediaries generally covering 12-month periods of opera-
tion. Cost reports are to be submitted to the intermediary
within 90 days after the end of the institution's reporting

period.1

1In August 1970 SSA extended the due dates for submitting cost reports to
120 days after the close of the hospitals’ reporting periods for those
hospitals that elected to submit Medicare cost reports which had been
certified as accurate by the hospitals' independent auditors.

In May 1972 SSA cleared for publication in the Federal Register a regula-
tion which would require those terminated institutions (including those
which have had changes of ownership) to file their Medicare cost reports
within 45 days after the effective date of the termination.

10



Because the actual allowable costs are not determinable
until sometime after the services are rendered, the interim
payments made to an institution during its participation
will generally require adjustment, which, in the case of
institutions that have withdrawn or have changed ownership,
are made after termination.

In those cases where cost reports filed by terminated
institutions show that actual costs were higher than the
interim payments received, the additional amounts due the
institution must be paid. In situations where terminated
institutions have been overpaid, they are required to refund
such amounts to the intermediaries. However, SSA and its
intermediaries have experienced difficulties in collecting
amounts due.,

EFFECTS OF TERMINATIONS UNDER MEDICARE
ON CONTINUED PARTICIPATION IN MEDICAID

When an agreement to participate in Medicare is termi-
nated, it does not necessarily mean that the institution
can no longer participate in Medicaid,

HEW regulations require that a hospital be qualified to
participate in Medicare to participate in Medicaid, 1If a
hospital is involuntarily terminated from Medicare because
it no longer meets that program's standards, it is also
precluded from participating in Medicaid. On the other hand,
those hospitals which voluntarily withdraw from Medicare are
reexamined by the States to determine whether each hospital
is still qualified for Medicare in order that it may continue
to participate in Medicaid.

Under the Medicaid program a skilled nursing home must
meet that program's standards to participate, which are sim-
ilar to the standards for ECFs under Medicare. If an in-
stitution also participated in Medicare as an ECF, its termi-
nation from Medicare does not automatically result in its
termination from Medicaid. 1In such cases,; however, the
State must report to SRS on the State's decision as to the
institution's continued eligibility to participate in Medic-
aid as a skilled nursing home.

i1



SCOPE OF REVIEW

We focused on five intermediaries (three Blue Cross
plans operating under subcontracts with the Blue Cross As-
sociation (BCA) and two commercial insurance companies)
which in three States (California, Massachusetts, and Texas)
had served about 700 institutions (about 230 hospitals and
about 470 ECFs) that had terminated from Medicare from its
inception to April 1970, These 700 terminations represented
about 25 percent of the terminations in the country at that
time, Our principal objectives were to find out (1) why
many of these institutions had voluntarily terminated from
Medicare and (2) whether the federally presecribed systems
and procedures were adequate to insure that terminated in-
stitutions were properly fulfilling their financial responsi-
bilities under the program,

We mailed questionnaires to, or personally interviewed,
officials of 226 institutions (86 hospitals and 140 ECFs)
that had voluntarily terminated or had temporarily or per-
manently discontinued operating, to obtain information as to
their reasons for doing so.

For each of the 700 institutions that had terminated
as of April 1970, we reviewed the intermediaries' financial
records and if submitted to the intermediaries, the institu-
tions' Medicare cost reports, to determine the status of
each institution's account at the time of its termination
and as of November 1970,

We alsn examined pertinent records of the five interme-
diaries to determine the extent that overpayments and delin-
quent cost reports on terminated institutions had been sent
to SSA for referral to us for collection as of February 1971.

Further, we examined the records at SSA Headquarters to
find out how many of the cases submitted by the intermedi-
aries as of February 1971 had been referred to us by November
1971 and ascertained their status,

For those overpaid institutions that had voluntarily
withdrawn from Medicare as of April 1970, we examined the
State Medicaid records to find out (1) whether these insti-
tutions had continued under Medicaid and (2) the amounts of

12



the Medicaid payments made after their withdrawal from Medi-
care.

We also examined the effectiveness of SSA accounting
controls over overpayments to terminated institutions from
the time of their terminations to the time their liability
to Medicare, if any, was satisfied.

Our review was made (1) at SSA Headquarters in Baltimore,
Md., (2) at three of the 10 SSA Medicare regional offices--
San Francisco, Calif., Boston, Mass., and Dallas, Tex.--(3)
at the intermediaries' offices in Los Angeles, Calif,; Hart-
ford, Conn.; Boston; Omaha, Neb.; and Dallas, and (4) at the
State Medicaid agencies or their fiscal agents in Los Angeles
and Oakland, Calif.; Boston; and Austin and Dallas, Tex,

We examined the basic legislation authorizing Medicare

and Medicaid and the pertinent HEW regulations and SSA and
SRS instructions implementing these programs.

13



CHAPTER 2

e —————————

REASONS WHY INSTITUTIONS WITHDREW FROM MEDICARE

The 706 terminated institutions included in our review
withdrew from the Medicare program for the reasons set forth
below.

Hos-
Reason Total pitals ECFs
HEW initiated termination action 41 22 19
Institutions voluntarily requested
termination 136 22 114
Institutions temporarily or per-
manently discontinued operating 90 64 26

Changes of ownership of institution--
institution continued to participate
under new ownership 413 121 292

Changes of ownership of institution--
institution did not continue to
participate 26

N
|N
~

231 /

(e}
(o)}
w

Total 7

|

About 66 percent of the 136 institutions voluntarily
withdrawing from Medicare did not simultaneously withdraw
from Medicaid.

Because the continuing withdrawal of health-care
institutions from Medicare~-particularly in rural areas--
could tend to defeat one of the program's purposes of pro-
viding access to needed health care for the Nation's elderly,
we contacted the 226 institutions (86 hospitals and 140 ECFs)
cited above, which had either voluntarily withdrawn from the
program or had discontinued operating, to obtain information
on their reasons for doing so. Responses by 117 institutions
generally cited one or more reasons for their decisions to
discontinue operating or to withdraw. The most frequent
reasons given were:

14



BEST DOCUMENT AVAILARIF

‘ Percent
Number of of 117
responding respondirig
Reason institutions institutions

1. Problems with reimbursement and
audit policies and procedures
which resulted in disallowing
certain costs. 49 42

2. Recordkeeping and cost-reporting
problems and the lack of full
reimbursement by the program for
such administrative costs. 36 ki1

3. Problems with the intermediaries'
retroactive denial of claims of
Medicare patients after their
admissions to the institution. - 27 23

4, Admission of too few Medicaré
patients. 25 21

5. Difficulties in keeping the
required number of registered. or
licensed practical nurses. 23 20

6. The physical condition of the
institution did not meet Medicare
standards, and the costs to meet’
such standards were considered
prohibitive, 13 11

7. ECFs associated with hospitals
were discontinued because Medicare-
reserved ECF beds were needed as
regular hospital beds. 13 11

8. Inspection problems, particularly
the amount of the institutions'
persomnel time required to work
with the inspectors. 12 10

9. Excessive cost of retaining consult-
ants (required by Medicare) who,
according to the respondents, did
not contribute to the level of patient
care (e.g., medical records librarian,
pharmacist, pathologist, dietician,
etc.). 8 7

lThe problems associated with the retroactive denial of the claims when an
intermediary concludes that the types of care furnished to a Medicare
patient by a hospital or an ECF are not covered by the program (e.g.,
custodial-type care) are discussed in detail in our report to the Congress
on improved controls needed over extent of care provided by hospitals and
other facilities to Medicare patients (B-164031(4), July 30, 1971).

15



As shown by the above responses, most of the reasons
for withdrawing related to reimbursement and audit policies
and Medicare recordkeeping requirements.

The intermediaries included in our review submitted
their written comments on a draft of this report to SSA.
One intermediary, which served principally ECFs, said that
ECF disenchantment with Medicare had resulted:

--From the program's recordkeéping and accounting
demands.

-~-From the fact that many nursing homes found it more
profitable to serve domiciliary and long-term care
patients rather than those needing skilled ECF serv-
ices.

~-From the continual tightening of SSA guidelines as to
what constituted skilled ECF care ‘resulting in retro-
active denials of claims for which ECFs had not been
reimbursed for the costs of services provided in
good faith, o

BCA, in commenting on behalf of the three Blue Cross
intermediaries, stated that, because the 117 responding
institutions generally cited more than one reason for with-
drawing from Medicare, it would not”necessarily follow that
problems with reimbursement and audit policies and record-
keeping requirements were the principal reasons for their
withdrawals. BCA pointed out that, if an institution had
advised us that the physical condition of its facility did
not meet Medicare standards and that problems with reim-
bursement policies were two reasons for its withdrawal, the
physical condition of its facility may have necessitated its
withdrawal, regardless of the other reason,

It seems to us, however, that if an institution is not
satisfied with Medicare reimbursement policies, it would be
more likely to withdraw from the program rather than to
spend the money to bring its facility up to Medicare stand-
ards. L a :

R
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' CONGRESSIONAL DELIBERATIONS AND HEW ACTIONS
AIMED AT ALLEVIATING CAUSES FOR WITHDRAWALS

From 1970 to 1972 the Congress has been considering
various amendments to the Medicare and Medicaid laws aimed
at improving the programs' operating effectiveness, includ-
ing certain changes which could alleviate some of the rea-
sons for hospitals' and ECFs' withdrawing from Medicare.

These legislative proposals were included in either or
both the House or Senate versions of the Social Security
Amendments of 1970 (H.R. 17550). House bill 17550 was
passed by the House of Representatives on May 21, 1970. The
Senate passed an amended version of House bill 17550 on
December 29, 1970, but the bill was not enacted into law be-
cause the Ninety-first Congress adjourned before the differ-
ences in the bills could be resolved by a House and Senate
conference committee.

Most of these legislative proposals were also included
in the Social Security Amendments of 1971 (H.R. 1) which was
passed by the House of Representatives on June 22, 1971. As
of June 1972, House bill 1 was being considered by the Sen-
ate Committee on Finance., In March 1972 the Committee added
various provisions to House bill 1 which had been included
in the Senate version of House bill 17550 but which had not
been included in the House version of House bill 1,

The proposed legislative changes--as well as other leg-
islation and related actions initiated by HEW--are summa-
rized and are keyed to the reason cited by the institutions
for withdrawing from Medicare, as follows:

Problems with Medicare reimbursement
policies, including intermediary
disallowances of costs (reason 1)

Under the existing Medicare law, institutions have no
right to appeal intermediary determinations on the allow-
ability of costs. The proposed legislation would provide
for a reimbursement appeal board to be established to hear
institutions' appeals on reimbursement decisions made by in-
termediaries where the amount at issue is $10,000 or more.

17



Problems with Medicare recordkeeping and
cost-reporting requirements (reason 2)

Another legislative proposal would simplify ECF reim-
bursement and cost-reporting requirements. Under this pro-
posed change, HEW could adopt as reasonable cost payments
for ECFs under Medicare in any State the payment rates de-
veloped in that State under Medicaid for comparable facili-
ties if HEW finds that such Medicaid payment rates--which
are generally established before providing the services--are
reasonably related to costs.

Further a report of the Senate Finance Committeel
pointed out that the Committee and HEW had agreed that for
the smaller institutions (e.g., those having fewer than 100
beds), Medicare should simplify its cost-reporting require-
ments. In May 1972 HEW published revisions to the Medicare
reimbursement regulations aimed at accomplishing this.

Problems with retroactive denial
of claims (reason 3)

To deal with the problem of the retroactive denials of
ECF claims by intermediaries and SSA, the legislative pro-
posals include a provision which would authorize HEW to es-
tablish certain limited periods when the ECF care provided
to Medicare patients would be presumed to be covered by the
program and payment for ECF services provided during these
periods would be guaranteed. In June 1971 HEW issued final
regulations authorizing an '"assurance of payment' procedure
under which ECF care would be presumed to be covered by
Medicare for a reasonable time while the intermediary re-
viewed pertinent medical information and made a coverage
determination.

Problems in keeping the required number
of registered nurses (reason 5)

In January 1971 the law was amended to permit HEW to
waive the requirement that hospitals, to be eligible to

lS. Rept. 91-1431 to accompany H.R. 17550, the Social Secu-
rity Amendments of 1970.

18



participate in Medicare, must provide 24-hour nursing serv-
ice rendered or supervised by a registered nurse. The
waiver authority is limited to any l-year period until Janu-
ary 1976 and is applicable to hospitals in rural areas where
the inability of the. institution to qualify as a hospital
under Medicare would seriously reduce the availability of
hospital services to individuals in the area.

In addition, a legislative proposal would require the
Secretary of HEW to develop and use proficiency examinations
to determine whether health care personnel, such as nurses,
not otherwise meeting specific formal criteria now included
in the Medicare regulations, have sufficient training, ex-
perience, and professional competence to be considered
qualified personnel for purposes of determining an institu-
tion's eligibility to participate in Medicare.

Excessive costs of retaining consultants
to qualify for participation in Medicare
(reason 9)

To alleviate the problem of retaining consultants, a
legislative proposal would authorize State agencies (e.g.,
health departments) to provide the required consultative
services to those ECFs that request them in such specialty
areas as maintaining medical records and formulating poli-
cies governing dietary and social services. Medicare pay-
ments would be made directly to the State agency for its
cost of providing such consultative services and would
thereby relieve the institution of such costs.

CONCLUSION

These actions being considered by the Congress and HEW
should, if implemented, reduce many of the objections to
Medicare which were raised by the institutions that we con-
tacted.
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CHAPTER 3

PROBLEMS RELATING TO MINIMIZING OVERPAYMENTS

MADE TO INSTITUTIONS TERMINATING FROM MEDICARE

Many institutions, when they terminated from Medicare,
owed the program amounts totaling millions of dollars. Five
intermediaries in three States made overpayments of about
$8.1 million to 384 of the 700 institutions that had termi-
nated their agreements from the program's inception in fis-
cal year 1967 through April 1970. As of November 1970,

76 hospitals and 194 ECFs in the three States still owed the
program about $1.5 million and $3.1 million, respectively.

The reasons for and the amounts of these overpayments, total-
ing $4.6 million as of November 1970, were as follows:

Amount
(millions)

Interim payments made on an estimated-cost ba-

sis exceeded allowable costs as later claimed

by the institutions or determined by inter-

mediary audits, $3.6
Payments to institutions ("current financing'"

and "accelerated payments'") to finance serv-

ices provided during the time it takes the

institution and the intermediary to process

and pay bills were not refunded, though re-

quired, at termination, o7
Tentative settlement payments made to institu-

tions on the basis of unaudited cost reports

proved to be too high when the cost reports

were audited. 3
Total $4,6

Our findings and comments on overpayments made to hos-
pitals and ECFs which had terminated from Medicare and our
views on ways to avoid or minimize such overpayments follow,

PAYMENTS BASED ON
ESTIMATED COSTS WERE TOQ HIGH

The principal cause of overpayments has been the pay-
ment to institutions of amounts basSed on estimated costs
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(interim payment rates) which were higher than the actual
allowable costs of providing service, About 78 percent of
the overpayments of $4,6 million, or about $3.6 million,
which were outstanding in November 1970 occurred because the
interim payments to the institutions were too high., These .
overpayments were made to 197, or about 28 percent, of the
700 institutions included in our review,

Under the present Medicare retrospective cost-
reimbursement system, overpayments, as well as underpay-
ments, to institutions cannot be completely avoided because
an institution's actual allowable Medicare costs are not de-
termined and settled until after the accounting period in
which the services are provided; often the process takes as
long as 2 or 3 years,l Under this system it is expected
that adjustments will be made for the difference between the
payments made on an estimated-cost basis during each ac-
counting period and the actual allowable Medicare-related
costs as determined later. We believe, however, that im-
provements in the intermediaries' techniques of estimating
costs and making interim payments to institutions could re-
sult in reduced overpayments,

HEW requirements for determining
interim payment rates

HEW regulations and related instructions state that in-
terim payment rates are to be established by the intermediary
and should reflect, in general, the average cost of services
provided based on the institution's cost experience, or if
none is available, on costs of comparable institutions or
budgeted or projected costs, In addition, intermediaries
are required to periodically review the most current cost
data and to adjust the interim payment rates.

1On June 23, 1971, we issued a report to the Congress, enti-
tled "Lengthy Delays in Settling the Cost of Health Services
Furnished under Medicare" (B-164031(4)), in which we dis-
cussed the causes for the delays in every step of the set-
tlement process from the preparation of the cost reports

by institutions through the audits of the cost reports by
intermediaries to the final settlement with the institutions
concerning their actual and reasonable Medicare costs to be
reimbursed under the program.
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Requirements for determining and reviewing

interim pavment rates not followed

Four of the five intermediaries whose procedures we re-
viewed did not comply in many instances with the regulations
in

--establishing the initial interim payment rates,

--periodically reviewing cost data to adjust such
rates, or

--making adjustments when there was evidence available
which indicated a significant difference between the
established interim rates and the more current cost
data,

The fifth intermediary generally followed HEW regula-
tions in establishing and adjusting interim payment rates.
This appeared to have minimized overpayments to the institu-
tions which it served and which had terminated from Medi-
care, Of 41 terminated institutions for which cost reports
had been audited by the intermediary for all the periods of
participation, 35 had overpayments outstanding at termina-
tion.

For 30 of the 35 institutions, however, the cost re-
ports for their last period of Medicare participation either
showed no overpayments or showed that the overpayments were
lower in relation to total Medicare-related costs than the
overpayments for the earlier periods. This indicated to us
that over a period of time, this intermediary's interim pay-
ment rates became closer to rates based on the institutions'
actual costs,

Generally officials of the four intermediaries which
had not complied with the regulations stated that, in the
initial phase of Medicare, there was a lack of accurate cost
and statistical data on which to establish interim payment
rates, One intermediary usually set its initial interim
rates at 90 percent of charges for hospitals and 95 percent
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of charges for ECFs,l It had not requested cost data for
setting initial interim rates nor for followup adjustments.

Officials of another intermediary said that its gener-
ally applied interim payment rate of 100 percent of chargesl
had been based on a survey of institutions' costs and
charges made by its audit subcontractor before the program
started., However, periodic followup reviews were not made
because of a shortage of staff.

A third intermediary based its initial interim rates on
institution-furnished cost data but made no periodic follow-
ups to obtain current cost data. It explained that it was
unable to do so because of shortage of staff.

The fourth intermediary established initial interim
payment rates on institution-furnished cost data and, for
new facilities which had little or no prior experience, on
the experience of similar facilities in the area. Although
the required periodic followup review of cost data was not
strictly adhered to, an intermediary representative told us
that reviews were made 4 or 5 months after the initial rates
had been established. However, we found no documented evi-
dence of such reviews or of any adjustments to the rates re-
sulting from such reviews.

In addition, these four intermediaries generally were
not adjusting rates when more current cost data became
available upon submission of the institutions' Medicare cost
reports,

For example, in February 1968 one intermediary re-
viewed an institution's cost report for the period ended
December 31, 1966, The report showed that the institution
had been overpaid $20,000 for the period., The institution's
interim payment rate of 85 percent of charges was not ad-
justed even though the cost report showed that the interim

1In September 1971 HEW issued instructions to Medicare inter-
mediaries to discontinue before December 1, 1971, the prac-
tice of basing interim payment rates for ECFs on a percent-
age of charges, Interim payment rates for ECFs are now re-
quired to be based on cost experience of the institution.
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rate should have been about 81 percent of charges. The in- .
stitution, owing the program about $250,000, terminated its
Medicare agreement in March 1969, If the intermediary had
adjusted the institution's interim payment rate in February
1968, when there was evidence that the rate was too high,
about $53,500 of the $250,000 overpayment to this institu-
tion could have been avoided.

An HEW audit agency report on this intermediary cover-
ing the period March 1967 through April 1969 commented on
the intermediary's failure to make timely adjustments to in-
terim payment rates for institutions when more current cost
data showed that the rates were too high, In its reply to
the HEW audit findings, the intermediary stated that effec-
tive September 1969 a program had been initiated to review
the Medicare interim payment rates for all institutions.

Our review revealed, however, that after September 1969
the intermediary had not adjusted interim payment rates when
data in the Medicare cost reports indicated that such rates
were incorrect. As of November 1970 this intermediary had
outstanding overpayments to 58 terminated institutions of
about $1.4 million which were due to excessive interim pay-
ments, A further review by us, however, showed that in
December 1970 the intermediary was adjusting interim payment
rates when available cost data indicated that the rates were
too high or too low,
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‘CURRENT-FINANCING PAYMENTS NOT REFUNDED

HEW regulations require that payments be current so that
institutions will not be disadvantaged by having to put up
their own money for purchasing goods and services well before
they are paid by Medicare. Therefore, in addition to the
basic procedure for paying the institution on an estimated-
cost basis upon the submission of bills, Medicare financing
is available to cover the cost of services provided during
the time it takes the institution to prepare the bills and
the intermediary to process and pay them.

One type of such financing, referred to as current fi-
nancing, reimburses the institution for services provided to
Medicare patients during the average time it takes to prepare,
process, and pay a bill. The amount of current financing to
an institution is limited to an average of the recent monthly
interim payments to the institution. This financing is im-
mediately refundable to the program if the institution ter-
minates its participation.

Another type of financing, referred to as accelerated
payments, is available to an ‘institution when unusual pay-
ment delays are experienced beyond the normal billing cycle
and the institutions can demonstrate a need for such addi-
tional financing. These are temporary-financing payments
which are refundable to the program within 90 days.

Because these types of financing are applicable to serv-
ices to be eventually billed and paid for through the normal
interim payment procedures, an overpayment to an institution
occurs if at termination, these amounts are not promptly re-
funded, though required, and the institution again receives
payment for the applicable services through continuing in-
terim payments.

When the 700 institutions included in our review ter-
minated from Medicare, about 320 institutions owed the in-
termediaries about $3.3 million in current financing and .
about $130,000 in accelerated payments which should have been
refunded immediately to the intermediary. As of November
1970, 98 institutions owed current-financing and accelerated
payments amounting to about $733,000 and $3,000, respec-
tively.
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As discussed in chapter 4, we found numerous situations -
where even when the intermediaries were aware of an institu-
tion's termination, they had not taken full advantage of the
opportunity to offset some of these outstanding balances
against other payments due the instutution. We believe that
notwithstanding the past lack of intermediary initiative in
this area, it would help to minimize overpayments resulting
from unrefunded current-financing payments if more timely
information were made available to the intermediaries by SSA
concerning institutions that have terminated or intend to
terminate from Medicare. According to SSA instructions
dealing with terminations, institutions are required to no-
tify SSA which, in turn, is required to notify the applicable
intermediary.

Information for three intermediaries showed that an av-
erage of between 23 and 60 days elapsed after the effective
date of an institution's termination from the program before
the intermediary was notified by SSA of that action. As the
time between termination dates and notification increases,
any possibility of offset by the intermediary of outstanding
current financing against other amounts which may be due an
institution becomes more difficult because the institution
has already been paid for the services during the normal
billing cycle.

SSA was not always promptly notifying the intermediary
when it became aware of an institution's termination al-
though SSA was aware of such action at or near the termi-
nation dates,

For one intermediary we found that about 36 days elapsed
between the time that SSA became aware of an institution's
termination and the time that the intermediary's payment
department learned of the termination. An SSA regional of-
ficial pointed out that on the basis of his sample of termi-
nations, it took an average of 18 days for SSA to notify the
intermediary. Information in the intermediary's files on
the same sample showed that it took 31 days. It appears,
however, that there was an additional timelag from the date
of receipt by the intermediary until the notification fil-
tered to the department which had the responsibility for
processing bills and making payments. In May 1971 offi-
cials of this SSA regional office established firm procedures
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to insure more timely and positive notifications of termi-~
nations to this intermediary; however, the condition re-
vealed by our review may exist at other SSA Medicare re-
gional offices.

We believe that current-financing overpayments could
be reduced if the cognizant intermediaries' Medicare depart-
ments were promptly notified of institutions' terminations
from Medicare, because the intermediaries would be in a
better position to make offsets against interim payments due
the institutions during their normal billing cycles imme-
diately following terminations.
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EXCESSIVE TENTATIVE SETTLEMENT PAYMENTS TO
INSTITUTIONS BEFORE FINAIL. SETTLEMENT

As another method of making Medicare cost reimburse-
ments as current as possible, intermediaries are required
to pay or collect, as appropriate, amounts shown to be due
upon receipt and a preliminary or '"desk" review of institu-
tions' cost reports., These payments, which are subject to
later audit, are called tentative settlements.

For 56 of the 700 institutions included in our review,
the intermediaries made tentative settlement payments total-
ing $711,000, of which $392,000 was paid after the dates
that the institutions had terminated. Although the tenta-
tive settlement payments were generally less than the amounts
claimed, substantial overpayments did occur. The overpay-
ments became evident as a result of the intermediaries! field
audits., As of November 1970, 44 of the 56 institutions owed
Medicare tentative settlement payments of about $270,000 in
excess of the amounts due them, of which about $147,000 ap-
plicable to 26 institutions had resulted from payments made
after termination.

The 44 institutions' cost reports, as filed, showed
that the costs incurred were higher than the interim pay-
ments and that additional payments were due the institu-
tions. Consistent with SSA instructions at the time, the
intermediaries paid portions of the additional amounts
claimed as tentative settlements, After the intermediaries
had made detailed audits of the cost reports, they fre-
quently found that the institutions had either (1) under-
stated the interim payments they had receiwved or had billed
the intermediaries or (2) overstated the amounts of the al-
lowable Medicare-related costs.

The 44 institutions were, therefore, overpaid on the ba-
sis of the interim payments and owed the program both the
amounts of the excessive interim payments and the tentative
settlement payments. For example:

--One institution submitted a cost report showing that
$51,292 was due from the program. On the basis of a
desk review of the cost report, the intermediary made
a tentative settlement payment to the institution of
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$12,823, or 25 percent of the claimed amount. The
intermediary's subsequent audit of this cost report
showed that the institution's prior claim was not
correct and that it actually owed the program $72,822,
which, when added to the tentative settlement payment
of $12,823, had resulted in a total overpayment of
$85,645,

-~An institution's cost report showed that it was due
$20,498; a tentative settlement payment was made to
the institution of $18,448. The field audit showed
that the institution actually owed the program
$23,947, which, when added to the tentative settle-
ment payment, had resulted in a total overpayment of
$42,395,

In April 1971 SSA amended its instructions to provide
that tentative settlement payments not be made on the basis
of unaudited cost reports from terminated institutions. If
properly implemented by the intermediaries, this procedure
should minimize future overpayments to institutions after
termination.

CONCLUSIONS

Under the present Medicare reimbursement system, pay-
ments are made to participating institutions on an estimated-
cost basis far in advance of the time that their actual al-
lowable Medicare-~related costs are determined. Under this
system, overpayments, as well as underpayments, are bound
to occur because precise cost determinations in advance are
not expected of the intermediaries.

When an institution continues to participate in Medi-
care, overpayments can be adjusted at any time by offsetting
them against more current interim payments to the institu-
tion. When an institution terminates, however, such a rem-
edy may be available for only a relatively short period of
time.

Therefore we believe that closer adherence to existing
instructions and procedures, as well as improvement in such
procedures, would help to avoid or minimize overpayments to
terminated institutions.
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RECOMMENDATIONS TO THE SECRETARY OF HEW

We recommend that HEW, through SSA:

--Emphasize the need for stricter compliance by inter-
mediaries with the existing requirements, particularly
in using current cost data, in determining and peri-
odically reviewing institutions' interim payment
rates,

--Improve its procedures by requiring its intermediaries
to be notified promptly of institutions that intend
to terminate or have terminated from Medicare to help
minimize overpayments resulting from unrefunded
current-financing payments.

HEW COMMENTS AND ACTIONS

In a letter to us dated May 22, 1972, HEW commented on
a draft of this report. (See app. II.)

HEW agreed with our first recommendation and stated
that to enable SSA to better monitor intermediaries' activi-
ties in determining and periodically reviewing institutions’
interim payment rates, SSA had placed SSA resident repre-
sentatives at the intermediaries' offices and had developed
other surveillance programs to concentrate on and to correct
conditions which tended to cause overpayments.

With regard to the second recommendation, HEW stated
that existing SSA instructions to its Medicare regional of-
fices provided for the intermediary to be notified when an
institution voluntarily or involuntarily ended its partici-
pation. HEW added that SSA would advise all its regional
offices of our findings and would remind them of the need
to promptly notify the intermediaries whenever the regional
offices learned that an institution had terminated, or in-
tended to terminate, from Medicare.
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CHAPTER 4

INTERMEDTARY PROBLEMS TN RECOVERING OVERPAYMENTS

Since Medicare's inception SSA has amended its instruc-
tions to intermediaries regarding the steps to follow in
recovering overpayments to institutions. Once such an
overpayment has been identified, the intermediaries generally
have two ways to effect recovery:

-~-Offsetting the overpayment against other Medicare
amounts due the institution.

--Obtaining a refund from the institution.

In the case of institutions that terminate from Medicare,
promptly making offsets is particularly important because
of the limited time that may be available after termination.

In numerous situations, four of the five intermediaries
included in our review did not take advantage of their op-
portunities to offset known overpayments against interim
payments and tentative settlement payments made to institu-
tions both before and after termination. Further, after
an opportunity for making offsets did not exist, the inter-
mediaries' efforts to collect overpayments from the termi-
nated institutions were not too successful.

In addition to having problems in recovering overpay-
ments, the intermediaries have also experienced difficulties
in determining the amounts of overpayments because as of
November 1970, 227 of the 700 institutions included in our
review, or about 30 percent, had not filed cost reports to
account for interim payments of about $17 million made on
the basis of their estimated costs. Two of the five inter-
mediaries had not established sufficient accounting controls
to accurately determine how much an institution was indebted
to Medicare.

SSA INSTRUCTIONS TO INTERMEDIARIES
ON RECOVERING OVERPAYMENTS

During the first 4 years of the Medicare program, SSA
issued only limited instructions to the intermediaries
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pertaining to the procedures to follow in recovering over-
payments to terminated institutions. Although certain SSA
instructions issued in September 1967 did not specifically
deal with the special problems associated with recovering
overpayments from terminated institutions, these instruc-
tions did state that any overpayments shown by an institu-
tion's annual Medicare cost report was payable by the in-
stitution at the time the cost report was submitted to the
intermediary. These instructions stated further that if a
lump-sum payment was not practicable, the intermediary and
the institution should arrange for recovering the overpay-
ment by offsets against any future interim payments and that
full recovery would be accomplished within 90 days after
the filing of the cost report.

In September 19701 SSA issued new instructions to its
intermediaries which state that when an overpayment is iden-
tified (1) the intermediary should contact the institution
within 7 days and should request a full refund, (2) if a
full refund is not practicable, the intermediary and the
institution should within 30 days agree upon a repayment
schedule (e.g., recovery of the debt within a year through
offset or perodic repayments), and (3) if such a repayment
schedule cannot be agreed to within 30 days, the interme-
diary should unilaterally make offsets to future Medicare
interim payments--full recovery would be made within 120
days from the initial contact.

With respect to obtaining refunds from institutions
that had terminated from Medicare, the new instructions
state that:

--If the intermediary identifies an overpayment any
time during the cost-reporting and settlement process,
the intermediary should contact the institution within
7 days and should request a full refund.

--1f, within 30 days after the initial contact, a re-
fund is not made, or an agreed-upon repayment

These imstructions were issued to intermediaries in draft
form in July 1970.
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schedule is not established, the intermediary should
send a formal demand letter to the institution re-
questing a full refund.

--If, as a result of the first demand letter, no re-
fund is made or if an acceptable repayment schedule
is not established, a second and a third demand let-
ter should be sent to the institution at 30-day in-
tervals, the third letter advising the institution
that the debt is being referred to the General Ac-
counting Office (GAO) for collection.

In other words, under SSA's September 1970 instructions,
about a 3-month interval elapses between the time that an
overpayment to a terminated institution is identified--and,
if not recovered--the time the intermediary prepares the
case for submission to SSA for referral to us.
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NEED TO IMPROVE EFFORTS TO RECOVER
OVERPAYMENTS THROUGH OFFSETS

In numerous situations four of the five intermediaries
included in our review did not recover known overpayments
from institutions by offsetting them against other Medicare
amounts due the institutions.

Our analysis of one intermediary's records pertaining
to 42 terminated institutions during the l-year period May
1969 through April 1970 showed that after SSA had notified
the intermediary of their terminations, 38 institutions had
received interim payments of about $333,000 for services
furnished before termination. Medicare overpaid one-half of
these institutions. In some instances the intermediary was
aware of the overpayments at the time the interim payments
were made but did not make offsets.

For example,one institution terminated on June 30, 1969.
The intermediary received notification of the termination
from SSA about 2 weeks later. Although the intermediary's
records showed that the institution had been overpaid about
$28,000, the intermediary made further payments to the in-
stitution of about $14,000 for services provided to Medicare
patients before termination. As of March 1971 the institu-
tion owed the program the overpayment outstanding at the
time of its termination ($28,000) plus $18,000 later identi-
fied during an intermediary audit.

We noted that for 192 institutions that terminated be-
tween the start of the program and April 1970, the inter-
mediary had made tentative settlement payments of about
$1 million to 65 institutions after their terminations. Of
these 65 institutions, 19 had been overpaid $119,000. Al-
though the intermediary was aware of the overpayments at the
time of the tentative settlement payments, it did not offset
them against the payments.

Intermediary officials told us that procedures had been
instituted about July 1970 for offsetting outstanding over-
payments to institutions against other funds due the institu-
tions before making tentative settlement payments. However,
tentative settlement payments of $17,645 were made to four
of the above-mentioned 19 institutions in October and
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November of 1970. Intermedlary off1c1als Were unable to N
explain the reasons for maklng these tentat*ve settlement
payments and advised us thdt they plahned to reevalate the
procedures which had been established in July 1970,

Three other intermediaries did not use similar opportu-
nities to offset known overpayments. One intermediary con-
tinued to make interim payments to three institutions even
though it was aware that they were indebted to the Medicare
program. In December 1968 the intermediary learned that
overpayments of $15,000, $19,000, and $48,000, respectively,
had been made to these institutions; however, the interme-
diary continued to make interim payments to them of $289,000,
§59,000, and $115,000, respectively. Thus, the total over-
payments as of December 1968 could have been recovered by
offset against the interim payments due the institutilons.
The three institutions terminated from Medicare during 1969.
As of November 1970, these institutions were indebted to the
program for overpayments of about $73,000, $78,000, and
$187,000, respectively.

One intermediary took advantage of the offset procedure
for recovering overpayments to terminated institutions. In-
termediary officials advised us that in September 1969 the
intermediary had initiated a policy of withholding and put-
ting in escrow any amounts due terminated institutions, and
institutions which were to terminate, until all Medicare
cost reports had been submitted and audits and settlements
had been made. In July 1970 this intermediary was holding
in escrow for possible offset about $71,500 due 29 terminated
institutions pending its determination of their liability to
the program.

We recognize that a firm national policy of withholding
interim payments from terminated institutions until there
is an audit and a settlement of all their cost reports could
result in inequities where the audit and settlement process
extends over unduly long periods. Nevertheless, we believe
that SSA's September 1970 instructions pertaining to offsets
should be modified to provide that no interim payments be
made to an institution after its termination unless (1) the
institution's Medicare current-financing payments have been
refunded or the liability has been accepted by a new owner,
(2) any other known overpayments to the institution have
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been collected, and (3) the intermediary is satisfied that
it is unlikely that unidentified overpayments exist where
cost reports either are outstanding or have not been audited.
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EFFORTS TO OBTAIN REFUNDS
ONLY PARTIALLY SUCCESSFUL

Because SSA's September 1970 instructions (see p. 32)
providing for systematic followup procedures were issued
during our field reviews, we were unable to fully assess
their effectiveness. Nevertheless, we did observe that both
before and after the issuance of these instructions, inter-
mediaries had communicated with terminated institutions in
an effort to recover overpayments and that these efforts had
not been particularly successful.

As discussed in chapter 3, overpayments to terminated
institutions resulted primarily from making interim payments
based on estimated costs which were more than the actual al-
lowable Medicare-related costs. Such excess payments often
were not determined until long after the institutions had
terminated, when their annual cost reports were submitted
and/or the intermediaries' audits had been made.

We reviewed the collection efforts of one intermediary
pertaining to 11 terminated institutions for which about
$1.1 million in excessive interim payments applicable to
various reporting periods had been identified by the inter-
mediary. The results of such collection efforts as of Feb-
ruary 1971, were as follows.

-~-For three institutions, which had been overpaid about
$300,000, either the overpayments were collected or
repayment schedules were established.

--One institution owed about $37,000, and although the
intermediary had sent periodic demand letters after
October 1970, no recoveries were made.

--The remaining seven institutions had been overpaid
about $760,000, of which about $340,000 was recovered.
Although the intermediary had sent some demand letters,
the unrecovered balances of $420,000 were outstanding
for periods of up to about 3 years after the institu-
tions had terminated.

We recognize that intermediaries' efforts to recover
overpayments resulting from excessive interim payments may
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be hampered because the amounts of the actual allowable
Medicare-related costs may be subject to dispute. As dis-
cussed in chapter 3, however, Medicare current-financing
payments are clearly refundable to the program upon termi-
nation, and in our opinion, there should be little or no
dispute as to the amount or the wvalidity of the debt.
Nevertheless, intermediaries were often unsuccessful in col-
lecting even these amounts from the terminated institutions.

For example, 116 institutions served by one intermediary
owed Medicare about $1,318,000 in current financing at ter-
mination. This amount was reduced by $834,000 through trans-
fers of liabilities of $774,000 to the new owners of insti-
tutions that continued to participate and by collecting
$60,000 from one institution's new intermediary. The re-
maining $484,000 had to be recovered from the terminated
institution. As of November 1970, 38 institutions still owed
$259,000, which had been outstanding an average of 23 months
after the termination dates. The recovery of $225,000, or
only about 45 percent of the amounts to be recovered, was
accomplished by

--refunds of $129,000, which took an average of
6 months to collect;

--offsets of $53,000 against interim payments, which
took an average of 17 months to make; and

--offsets of $43,000 against final settlements.

In their comments to SSA on a draft of this report,
BCA and one of the commercial intermediaries pointed out
that difficulties in establishing ownership of terminated
institutions or in locating officials who could be held ac-
countable had contributed to the intermediaries' problems
in collecting amounts due from terminated institutions.

MANY INSTITUTIONS HAVE NOT ACCOUNTED
FOR MEDICARE INTERIM PAYMENTS

Intermediaries faced additional problems by not knowing
the amounts due from terminated institutions because the in-
stitutions had not submitted cost reports accounting for in-
terim payments and showing the amounts of overpayments, if
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-any. On the basis of the incidence of overpayments to ter-
minated institutions that did file cost reports, we believe
that it is probable that substantial additional overpayments
also have been made to those terminated institutions that
did not file reports.

About 1,500 cost reports were due from the 700 insti-
tutions included in our review at termination. As of Novem-
ber 1970, 227 institutions still owed the intermediaries 332
cost reports covering interim payments of about $17 million.
The submission of the 332 cost reports had been due for an
average of about Z years, even though cost reports were gen-
erally to be submitted to intermediaries within 3 months
from the end of the annual reporting period or the termina-
tion date of an institution, whichever was applicable.

Obtaining cost reports from terminated institutions
poses a problem which has been minimized for currently par-
ticipating institutions. SSA issued instructions in Septem~
ber 1969 stating that, when an institution has not filed
cost reports promptly, intermediaries must reduce or with-
hold interim payments due the institution., In the case of a
terminated institution, however, such an incentive to submit
cost reports could have only limited effectiveness because
interim payments made to the institution could be expected
to be curtailed shortly after its termination.

Under SSA's September 1970 instructions, when a termi-
nated institution does not submit a cost report to the inter-
mediary within the 3-month filing period, an overpayment for
all unaccounted-for interim payments made to the institution
exists., SSA's related followup procedures (see p. 32) pro-
vide for (1) an initial demand letter within 7 days after the
cost report was due and (2) two followup letters at 30-day
intervals, the second followup letter advising the institu~
tion that the case is being referred to us for collection.

1See note 1, p. 10,
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OVERPAYMENTS NOT UNDER ACCOUNTING CONTROL

We could not readily ascertain from the records main-
tained by two of the five intermediaries the amounts due
either Medicare or an institution. For both intermediaries
it was necessary to refer to several different sources of
information to determine whether the institutions were
indebted to Medicare and, if so, how much, Each interme-
diary maintained separate records showing current financing,
accelerated payments, and interim payments. In some cases,
errors were made on the separate records and it was necessary
for us to refer to receipt and payment records to determine
the amounts paid to or received from the institutions.

In our opinion, establishing an accounting record,
which would show a balance due either the program or the
institution and which could be reconciled with a central
control account, would result in more accurate data for the
intermediary with which to make offsets or claims for over-
payments, Without such accurate data on which to base claims
for refund, overpayments made to institutions could be over-
looked and could result in losses to the Medicare program.

Both intermediaries informed us that they were estab-
lishing computer control systems which would provide current
account balances for institutions receiving payments under
the program.

CONCLUS IONS

Under the terms of their contracts with HEW, interme-
diaries are precluded from initiating court procedings to
recover overpayments. Therefore they have only limited
administrative remedies for recovering overpayments from an
institution. These remedies include (1) making offsets
against other Medicare payments which may be due the insti-
tution and (2) sending letters demanding refunds of the
overpayments,

The magnitude of the intermediaries' problems are
evidenced by our reviews at the offices of five interme-
diaries in the three States which showed that at November
1970 (1) of the identified overpayments of $8.1 million to
institutions that terminated from Medicare from its
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inception in fiscal year 1967 through April 1970, $4.6 mil-
lion, or 60 percent, remained outstanding and (2) of the -
700 terminated institutions, 227, or 30 percent, had not
filed cost reports to account for about $17 million in
interim payments made to them during their Medicare partic-
ipation.

We believe that intermediary overpayment’ recovery
actions could be improved by (1) taking greater advantage
of opportunities to offset known overpayments against other
payments due the institutions both before and after termi-
nation and (2) establishing accountirg systems which would
readily provide accurate data on the amounts due from the
institutions so that both the offset and the followup
collectlon procedures could be more effectlve

RECOMMENDATIONS TO THE SECRETARY OF HEW

To facilitate more effective recovery actions at the
1ntermed1ary level; we recommend that HEW through SSA:

- --Emphasize to the’ 1ntermedlar1es the need for strlcter*
compliance with existing irnstructions for making
offsets to recover outstanding overpayments.

--Expand these instructions to require intermediaries.

" to withhold interim payments to terhminated institutions
unleéss (1) the institutions' Medicsare current-financing
payments have been refunded or the liability accepted
by new owners, (2) other known overpayments have been
collected, and (3) the intermediaries are satisfied
that it is unlikely that unldentlfled ‘overpayments
exist.

Emphasize to intermediaries the need to establish and
maintain accounting controls which would enable a
timely and accurate determination of the amounts due

to or from institutions that had received Medicare
payments.

HEW COMMENTS AND ACTIONS AND GAQ EVALUATION

HEW, in commenting on our draft report, agreed with
our recommendation that intermediaries need to comply more
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fully with existing SSA instructions for making offsets and .
advised us that SSA had notified its regional offices to
clésely monitor this intermediary activity.

With regard to our recommendation that SSA instructions
be expanded to require withholding interim payments to termi-
nateéd institutions unless certain specific conditions have
been met, HEW stated that SSA's existing instructions re-
quired intermediaries to adjust interim payments to avoid
overpayments when an institution planned to terminate from
Medicare.

Although we agree with HEW regarding the general
objectives of existing SSA instructions, our review of the
actual implementation of the instructions by the five
intermediaries indicates that more specific instructions in
line with our recommendation would be desirable because of
the apparent reluctance of some intermediaries to take
forceful actions in the absence of such specific direction
from SSA, Our views in this regard have been reinforced by
the fact that BCA--which through its subcontracts with 74
Blue Cross plans is by far the largest Medicare intermediary--
expressed agreement with this recommendation in commenting
to SSA on a draft of this report.

HEW agreed with our recommendation on the need for
intermediaries to maintain control accounts which would
readily provide information on the amounts due to or from
institutions they serve. To implement this recommendation,
HEW advised us, SSA had recently developed a system which
will require intermediaries to report quarterly to SSA all
outstanding overpayments to institutions, including those
that have terminated, and the actions taken to recover the
overpayments. (See pp. 45 and 47.) HEW pointed out that
to carry out these reporting requirements, intermediaries
would have to establish and maintain the control accounts
we recommended.



CHAPTER 5

NEED TO IMPROVE FINANCIAL MANAGEMENT ASPECTS

OF OVERPAYMENTS AT THE FEDERAL LEVEL

Under the procedures in effect in November 1971, SSA
did not establish accounting controls over the overpayments
or unaccounted-for payments made to terminated institutions
until the cases were referred to us for collection. Of the
cases we reviewed, these referrals represented only about
6 percent of the total outstanding overpayments and about
2 percent of the unaccounted-for interim payments. Without
accurate information on the debtors, amounts due, length of
time the debts have been outstanding, and other pertinent
information affecting specific cases, SSA was not in a po-
sition to effectively discharge its responsibilities for
collecting amounts due Medicare.

The Federal Claims Collection Act of 1966 (31 U.S.C.
951-953) places the responsibility with the administrative
agencies for collecting debts due the United States which
arise as a result of their activities, Each agency is re-
quired to develop a program and internal procedures to gov-
ern its efforts to recover amounts due the United States.
In general, all debts which cannot be collected by the ad-
ministrative agency are to be referred to us for further
collection action. If we are unable to collect the debt,
the matter may be referred to the Department of Justice for
court proceedings or may be written off if it appears that
legal action would not be productive.

Under SSA's September 1970 instructions, when an iden-
tified overpayment has been outstanding for about 3 months
and the intermediary has not made arrangements for recovery
or when a cost report from a terminated institution has been
overdue for about 3 months, the intermediaries must prepare
the case for submission to SSA for referral to us for further
action. ‘

For the five intermediaries reviewed, only a small por-

tion of either the $4.6 million in identified overpayments
or the $17 million in unaccounted-for interim payments as of
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November 1970 had been submitted to SSA as of February 1971.-
Only a small portion of the cases submitted to SSA by the
intermediaries had been referred to us as of November 1971.

--As of November 1970, information developed by the
five intermediaries showed that 270 terminated insti-
tutions owed Medicare about $4.6 million and that
227 terminated institutions had not filed cost reports
to account for interim payments of about $17 million.

--As of February 1971, the five intermediaries had sub-
mitted cases involving 43 institutions to SSA for
referral to us. These cases pertained to 25 insti-
tutions with identified overpayments of about $478,000
and to 34 institutions--including 19 of the 25--that
had not filed cost reports to account for interim
payments of about $3.1 million.

-~-As of November 1971,l SSA had submitted nine cases to
us for further collection action. These pertained to
identified overpayments of about $270,000 involving
seven of the nine terminated institutions and
unaccounted-for interim payments of about $360,000
involving five of the nine terminated institutions.

~-As of November 1971, of the nine cases submitted to
us (1) two had been referred to the Department of Jus-
tice, (2) negotiations were in process with two insti-
tutions for a refund or for the submission of delin-
quent cost reports, (3) periodic letters were being
sent to three institutions demanding collection or
the submission of deliquent cost reports, and (4) the
remaining two cases had been closed as uncollectible
because the debtors did not have sufficient assets to
make referrals to the Justice Department worthwhile.

lNationwide, as of November 1971, we had received 82 cases
from SSA pertaining to identified overpayments of about
$2 million and unaccounted-for interim payments of about
$3.2 million. The status of these cases as of November
1971 is summarized in app. I.
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In summary, of the overpayments and unaccounted-for in-
terim payments that the intermediaries had identified in
November 1970, only about 6 percent of the overpayments and
2 percent of the unaccounted-for interim payments had been
referred to us by November 1971.

We recognize that during the l-year period from November

1970 to November 1971, some of the amounts due could have
been collected by the intermediaries and that some of the
delinquent cost reports could have been filed. SSA was not
in a position, however, to readily provide this information
because it had not established an adequate management infor-
mation system or related accounting controls over the iden-
tified overpayments or deliquent cost reports until after

the cases had been submitted to us.

In other words, SSA did not have systematic controls to
account for those cases which had been submitted by the in-
termediaries and which either were being processed within
SSA or had been returned to the intermediaries for additional
information. Further SSA did not have systematic controls
to account for those cases involving identified overpayments
or unaccounted-for interim payments to terminated institu-
tions that had not been submitted to SSA by the intermedi-
aries.

Establishing systematic Federal accounting controls of
overpayments is also particularly important because under
section 2415 of title 28 of the United States Code, the Gov-
ernment usually must initiate suit for recovering overpay-
ments within 6 years after the right of action accrues.
Therefore SSA should have the necessary controls to insure
that uncollected overpayment claims are submitted to us at
least 1 year before the expiration of the statutory period
of limitation within which any suit usually must be brought.

RECENT STEPS BY SSA TO INITIATE CONTROLS

During 1971 HEW initiated action to develop procedures
aimed at obtaining quarterly reports from the intermediaries
showing overpayments to all institutions they served, in-
cluding terminated and participating institutions. As of
November 1971, however, the procedures had not been fully
implemented and no reports had been received at the SSA
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headquarters.l Also, during 1971, a section had been set
up within SS5A specifically to deal with problems in recov-
ering Medicare overpayments, but as of November 1971, the
section was not fully staffed.

CONCLUSTIONS

Establishing accounting controls and related followup
procedures over overpayments to institutions terminating
their participation in Medicare is fundamental if SSA is to
effectively manage its collection activities. Without such
controls SSA management is not in a position to know whether
(1) the overpayment problems at the intermediary level were
getting better or worse, (2) the intermediaries were sub- -
mitting uncollected accounts promptly as required by SSA's
September 1970 instructions, (3) the cases returned to the
intermediaries for additional information were being resub-
mitted promptly, or (4) overpayment claims were being sub-
mitted to us at least 1 year before the expiration of the
6-year statutory period of limitation.

Such controls should be initiated when an institution
terminates from Medicare. Thereafter SSA should establish
periodic intermediary reporting requirements and related
followup procedures aimed at providing current overall in-
formation on the status of the terminated institutions' ac-
counts until such time as each institution's liability to
the program, if any, is satisfied or the case is referred to
us for collection.

RECOMMENDATION TO THE SECRETARY OF HEW

We recommend that SSA establish management controls
designed to provide current and meaningful information on
the status of terminated institutions' Medicare accounts from
the dates of their terminations until the accounts are paid
or otherwise appropriately disposed of.

1According to HEW, the first report under these procedures
will cover all overpayments outstanding as of June 30, 1972.
(See app. II, p.56 .)
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HEW COMMENTS AND ACTIONS

HEW advised us that it concurred in our recommendation
and, as noted on page 45, pointed out that SSA had recently
developed a system for intermediaries to report quarterly to
SSA on (1) all outstanding overpayments to institutions, in-
cluding those which terminated from Medicare, and (2) the
actions taken by the intermediaries to recover the overpay-
ments. (See p.4l.)
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CHAPTER 6

TERMINATED INSTITUTIONS INDEBTED TO MEDICARE

CONTINUED TO BE PAID UNDER MEDICAID

As indicated in chapter 2, about 66 percent of the 136
institutions included in our review that voluntarily with-
drew from Medicare continued to participate in the State
Medicaid programs., Further, as of November 1970, about
60 percent of those institutions that had remained in Medi-
caid either had Medicare overpayments outstanding of about
$760,000 or had not submitted cost reports to account for
Medicare interim payments of about $1.3 million. After
withdrawing from Medicare, these institutions received pay-
ments under Medicaid--including the Federal Government's
share--which in most cases far exceeded the amounts they
owed Medicare.

Although it is a general policy of the Federal Govern-
ment to recover debts due the United States under one pro-
gram by offsets against amounts due the debtor under other
Federal programs, no statutory provision authorizes the off-
setting against, or withholding of Medicare payments from,
Medicaid payments or vice versa,

Under Medicaid, where payments to institutions are made
by the States, the Federal Government has no right to re-
cover from the States or to withhold Federal participation
if the State uses the funds properly and complies with the
Medicaid statute, regardless of who is providing the Medicaid
services, Under Medicaid the Federal Government pays from
50 to 83 percent of the costs incurred by the States. We
believe that HEW participation in Medicaid payments to in-
stitutions which are indebted to Medicare or which refuse to
submit cost reports to properly account for their past Medi-
care payments does not further the Governmment's interests in
achieving efficient and effective administration of these

programs.,
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INSTITUTIONS VOLUNTARILY WITHDRAWING FROM
MEDICARE CONTINUED MEDICAID PARTICIPATION

Of the 700 terminated institutions included in our re-
view, 136 voluntarily withdrew, We ascertained the status
of Medicaid participation for these institutions. The re-
maining institutions were not likely to participate in Medi-
caid after terminating from Medicare for the following rea-
sons,

--In many instances the termination action involved a
change of ownership., Although the facility itself
could continue in both Medicare and Medicaid under
the new owners, the organizational entities (e.g.,
former owners) responsible for the Medicare debts
might not be directly responsible for the institu-
tion's current activities under either program.

"~ --In some instances HEW initiated termination because
of the institution's failure to comply with Medicare
health and safety requirements which are generally
similar to Medicaid's.

--In other instances the institutions discontinued op-
erating.

Of the 136 institutions (18 hospitals and 118 ECFs)
that voluntarily withdrew, 90 (one hospital and 89 ECFs) con-
tinued to participate in Medicaid. Of the 89 ECFs which
continued to participate in Medicaid as skilled nursing
homes, 52 either had Medicare overpayments of about $760,000
and/or had not filed cost reports to account for about
$1.3 million in Medicare interim payments, Of these 52 in-
stitutions which either owed Medicare or had delinquent cost
reports, 46 had received payments under the Medicaid program
amounting to about $8.9 million after their withdrawal.

For example, one institution withdrew during January
1970, After withdrawing the institution was paid about
$96,000 under Medicaid through August 1971, As of November
1970, the institution owed Medicare about $20,400 because of
an overpayment made during the institution's reporting pe-
riod ended September 30, 1967. The intermediary did not de-
termine the extent of this overpayment until January 1970
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when it audited the institution's cost reports submitted
September 1969, As of November 1970, the institution also
had not accounted for Medicare interim payments of about
$97,500 for services provided before its withdrawal,

Another institution, after withdrawing in December 1969,
was paid about $329,000 under the Medicaid program through
June 1971, As of November 1970, the institution owed Medi-
care about $81,300 because of overpayments made during its
reporting periods ended December 1967 and 1968, The in-
stitution also did not file a cost report to account for
Medicare interim payments of about $101,000 for its report-
ing period ended December 1969,

Nationwide, as of December 1970 and December 1971,
1,640 and 2,145 institutions, respectively, had voluntarily
withdrawn from Medicare. These represented about 41 percent
and 43 percent of the total terminations as of those dates.
(See p. 15.) On the basis of our reviews involving five
Medicare intermediaries in three States, which showed that
about 66 percent of the institutions voluntarily withdrawing
from Medicare continued to participate in Medicaid, it ap-
pears to us that if HEW had the authority to withhold Federal
participation in Medicaid payments to such institutions,
such authority could be a useful tool to facilitate the re-
covery of Medicare overpayments or to obtain delinquent
Medicare cost reports,

As an indication of the usefulness of withholding pay-
ments as a means of obtaining delinquent cost reports, in
September 1969 SSA instructed its intermediaries to reduce
or suspend Medicare interim payments to institutions that
failed to submit cost reports promptly. After this policy
had been initiated, SSA statistics showed that there were
significant improvements in the timely submission of Medicare
cost reports by participating institutions,

As previously noted, however, in the case of terminated
institutions, the reduction or suspension of Medicare in-
terim payments could not be particularly effective because
such payments would be expected to be curtailed shortly
after termination. On the other hand, if a terminated in-
stitution continued to participate in Medicaid, the authority
to withhold Medicaid payments to encourage submitting
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" overdue Medicare cost reports could, in our opinion, pro-
duce similar beneficial results as evidently resulted from
SSA's September 1969 instructions on institutions actively
participating in Medicare.
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CONGRESSIONAL DELIBERATIONS AIMED AT
IMPROVING MEDICARE AND MEDICAID

As discussed in chapter 2, from 1970 to 1972 the Con-
gress has been considering certain amendments to the Medi-
care and Medicaid laws which would emphasize improving the
programs' operating affectiveness.

Among the legislative proposals aimed at achieving
closer and more effective coordination in administering Medi-
care and Medicaid is an amendment which would authorize the
Secretary of HEW to terminate or suspend Medicare payments
for services rendered by institutions found guilty of pro-
gram abuses, such as furnishing inferior services or consist-
ently overcharging for their services. This proposal was
included in both the Senate's December 1970 version of House
bill 17550 and the House's June 1971 version of House bill 1.

This proposed amendment further provides that there be
no Federal financial participation in any State Medicaid
payments with respect to services furnished by an organiza-
tion whose Medicare payments the Secretary had terminated.
To insure that the affected institutions are not treated un-
fairly, the proposed amendment states that any institution
dissatisfied with the Secretary's decision to terminate or
suspend Medicare payments is entitled to a hearing by the
Secretary and to judicial review of the Secretary's final
decision.

With respect to the specific problem of recovering Medi-
care overpayments made to terminated institutions, another
proposed amendment would authorize the Secretary of HEW to
establish liens in favor of the United States in the amount
of the overpayment on all the property of the institution
where a determination of an overpayment has been made or
where an overpayment issue is being contested.

In explaining the foregoing proposal, the December 11,
1970, report of the Senate Committee on Finance
(S. Rept. 91-1431) accompanying House bill 17550 pointed out
that:

"The committee is concerned because, in deal-
ing with the problem of recovery of overpayments to
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providers of services, it has found that an effec-
tive administrative remedy to protect the interests
of the Government does not exist in certain cases.
These cases involve (1) providers who have termi-
nated their participation in the program, and who
refuse to refund any money to meet the debt incur-
red by an overpayment; and (2) providers who con-
tinue to participate in the Medicare program, but
who have very low utilization by Medicare benefi-
ciaries with the result that little or no Medicare
payments are due the provider.

"If a provider refuses to refund, the Depart-
ment's recourse in such a situation is to send de-
mand letters at prescribed intervals and, if this
action does not result in a refund, to refer the
case to the General Accounting Office for collec-
tion. If GAO is unsuccessful in obtaining refund,
the case may be referred to the Department of Jus-
tice for legal action. The committee is concerned,
however, that until the case is referred to the De-
partment of Justice, no effective administrative
action can be taken to prevent dissipation or diver-
sion of assets by the provider while recovery ef-
forts are being conducted. During this time, the
provider has had Govermment funds at his disposal
on which he does not have to pay interest. Further-
more, he has time to dispose of his assets so that
if legal action is ever undertaken to collect the
debt, there may not be any assets available to meet
the obligation. If, however, a lien in favor of
the Government in the amount of the overpayment was
placed upon the property of the provider, the as-
sets of the provider would be conserved while the
Government is taking the necessary collection
action."

The House's June 1971 version of House bill 1 did not
include a similar amendment authorizing the Secretary of
HEW to establish liens. As of June 1972, House bill 1 was
being considered by the Senate Committee on Finance, but we
understand that the Committee does not plan to include a
lien provision in its version of the bill.
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RECOMMENDATION TO THE CONGRESS

In view of the congressional intent to achieve closer
and more effective coordination between Medicare and Medi-
caid and in view of the expressed congressional concern with
the problems in recovering overpayments from terminated
institutions, we recommend that the Congress provide the Sec-
retary of HEW with the authority to withhold--subject to
appropriate advance notice to a State--Federal participation
in State Medicaid payments to those terminated institutions
which refuse to refund Medicare overpayments or to submit
cost reports to account for Medicare payments received.

We recognize that such authority would not provide a
complete solution to the problem of recovering overpayments.
We believe, however, that the existence of such authority
could help to stimulate action on the part of institutions
to settle their Medicare debts and alsoc could be of help in
dealing with those withdrawn institutions that refuse to sub-
mit Medicare cost reports and which continue to receive

Medicaid payments.,

CONGRESSIONAL ACTION

In February 1972 we furnished a copy of a draft of this
report to the Senate Committee on Finance in accordance with
the Committee's request.

On March 20, 1972, the Committee announced that, in its
deliberations on the Social Security Amendments of 1971
(H.R. 1), it had decided to initiate an amendment to the So-
cial Security Act which would give the Secretary of HEW the
authority to withhold (subsequent to 60 days advance notice
to a State) future Federal financial participation in State
Medicaid payments to institutions which have withdrawn from
Medicare without refunding Medicare overpayments or submit-
ting cost reports to account for Medicare payments made to
them during their participation.
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APPENDIX T
STATUS OF 82 MEDICARE CASES

REFERRED TO GAO FOR

COLLECTION AS OF NOVEMBER 1971

Amounts unaccounted

Number Identified for because of
of over- failure to file
cases payments cost report
Amounts collected
or periodic pay-
ments being made 4 $ 63,000 $ -
Cost reports re-
ceived and case
being reconsid-
ered on the basis
of cost data 5 49,000 189,000

Case being recon-
sidered on the
basis of new in-
formation received
from institution 9 273,000 144,000

Referred back to HEW 3 2,000 53,000

Demand for refund or
cost reports being

made 33 1,008,000 1,273,000
Referred to Justice
Department 20 563,000 1,096,000
Case closed
(note a) 8 57,000 398,000
Total 82 $2,015,000 $3,153,000

a . . .

In four cases there were insufficient assets to pay the
claims, and in four additional cases the whereabouts of
the debtors were unknown.
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APPENDIX II

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

OFFICE OF THE SECRETARY
WASHINGTON, D.C 20201

MAY 22 1972

Mr. John D. Heller DTQT P™noresaep .

Acting Associate Director EE&S' bl ET ﬂ%/ﬁgjﬂﬁﬂ
Management and Welfare Division

U.S. General Accounting Office

Washington, D. C. 20548

ey

Dear Mr. Heller:

The Secretary has asked me to reply to your letter dated January 31,
which transmitted copies of your draft report, "Sizeable Amounts Due
the Govermment by Institutions that Withdrew from the Medicare Pro-

gram, B-164031(4)."

We are enclosing a statement setting forth the Department's comments
with respect to the findings and recommendations contained in the
report. Also enclosed are comments submitted by the [intemediaries,]

[See GAO note, ]

Sincerely yours,
-

Ml
N Aleiggegte

James B. Cardwell
Assistant Secretary, Comptroller

Enclosures

GAO note: This report deals with only selected aspects of
the intermediaries' wvarious functions under
their contracts with HEW which may or may not
be indicative of the intermediaries' overall
performance. Therefore, the intermediaries are
not identified in the report, and, although
their comments are referred to in the report,
these comments are not included as appendixes,
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SIZEABLE AMOUNTS DUE THE GOVERNMENT BY INSTITUTIONS
THAT WITHDREW FROM THE MEDICARE PROGRAM
(GAO Draft Report to the Congress, B-164031-04)

The draft report discusses (1) the reasons why "substantial' numbers of health
care institutions have withdrawn from participation in the Medicare program,

and (2) the problems related to overpayments made to some of these institutionms.
GAO's review focused on five intermediaries which in three States—-California,
Massachusetts, and Texas--had serviced about 700 extended care facilities (ECFs)
and hospitals that, through April 1970, had terminated their Agreements to parti-
cipate in Medicare. The report states that at November 1970, 270 of these in-
stitutions still owed the program $4.6 million.

With respect to the "institutions” that have terminated their agreements to
participate in Medicare, we would like to point out that most were ECF's;
relatively few were hospitals. Being smaller and mostly privately owned,
profit-motivated organizations, EFC's are susceptible to quick sale by their
owners. A majority of these sales, however, result only in a change of
ownership, with the facilities themselves remaining in the Medicare program.
In fact, of the 3,800 institutions whose agreements had been terminated by
December 1970, about 37 percent had undergone changes in ownership with the
new owners participating - under new agreements - in the program.

Since the time that GAO completed its field work, SSA has made a number of im-
portant modifications in the administration of the program which have afforded
the Bureau of Health Insurance (BHI) more effective control over provider re-
imbursement and, by the same token, over potential overpayments. For example,
the resident representative program—-whereby BHI employees at the intermediaries
and carriers focus in on selected issues--and the continuing decentralization of
administrative responsibilities to the field, tend to bring management resources
to bear more immediately and directly on the types of overpayment problems dis-
cussed in the report. In addition to establishing policies and procedures for
identifying and recovering overpayments (Provider Reimbursement Manual section
2409 ff, Part A Intermediary Manual section 2228 ff, and Health Insurance Regional
Office Manual section 5200 ff) SSA has developed surveillance programs for con-
centrating on and correcting the conditions which tend to create overpayments.

1. Recommendation: Emphasize the need for stricter compliance by intermediaries
with the existing requirements, particularly in the use of current cost data,

in determining and periodically reviewing interim rates for hospitals and
ECFs.

We concur that intermediaries should closely comply with requirements that current
cost data be used in determining and periodically reviewing interim rates for
hospitals and ECF's. This is set out in the "Principles of Reimbursement.'" In
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order to better monitor this activity, we have--as previously brought out—
established the resident representative program, and decentralized many
administrative responsibilities to the field. In addition, we have developed
surveillance programs for concentrating on and correcting conditions which
tend to create overpayments. These programs will act to more quickly focus
management resources on this as well as other areas of intermediary activity.

2. Recommendation: Revise SSA procedures to require its intermediaries to
be notified on a timely basis of institutions that intend to withdraw or
have withdrawn from Medicare in order to help minimize overpayments resulting
from unrefunded current financing payments.

Existing SSA instructions to regional offices call for the intermediary to

be notified in all instances where a provider voluntarily or involuntarily

ends its participation in the program. We will advise all regional offices
of the situation noted by GAO, and will remind them of the need to promptly
notify the intermediary whenever they learn that a provider has terminated,
or intends to terminate, its agreement.

3., Recommendation: CImpasize to the intermediaries the need for stricter
compliance with existing instructions for making offsets to recover out-
standing overpayments.

We concur that intermediaries need to comply more fully with instructions for
making offsets. We have notified our regional offices to closely monitor this
intermediary responsibility and to direct that remedial action be taken when
necessary.

4, Recommendation: Expand SSA's instructions to require the withholding of
interim payments to withdrawn institutions unless (1) the institutions'
Mediare current financing payments have been refunded and (2) the inter-—
mediary is satisfied that it is unlikely that the institution had been

overpaid.

Existing program instructions (Part A Intermediary Manual section 2800.1) require
intermediaries to adjust the interim payment, current financing payment, or ac-
celerated payment as necessary to prevent an overpayment where a provider plans

to withdraw from the program. In our opinion, the conditions noted by GAO do

not require further refinement of our instructions at this time. We will continue
to review and evaluate these instructions and to revise and expand them were in-
dicated.

5. Recommendation: FEmphasize to intermediaries the need to establish and main-
tain accounting controls which would enable a timely and accurate determination
of the amounts due to or from institutions that had received Medicare payments.

We concur with GAO's views on the need for intermediaries to maintain control
accounts which supply ready information on amounts due to or from its providers.
A system has been developed which will require intermediaries to report to SSA,
on a quarterly basis, all outstanding provider overpayments and the actions taken
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to recover them. The first report under this system will cover all over-
payments outstanding as of June 30, 1972, 1In order to carry out these re-
porting requirements, intermediaries will have to establish and maintain
the type of control accounts envisioned by GAO,

6. Recommendation: Provide for the establishment of management controls
designed to provide SSA with current and meaningful information on the
status of withdrawn institutions' Medicare accounts from the time they
withdrew from the program until the accounts are paid or otherwise
appropriately disposed of.

We concur in this recommendation. Under the preceding recommendation we
described a recently developed system for reporting to SSA all outstanding
overpayments to providers and the intermediaries' efforts at recovery. This
reporting system will require specific identification of all overpayments to
institutions that have withdrawn from the program. When it is implemented
it will provide SSA, on an ongoing basis, with improved management control
over all provider overpayments outstanding.
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APPENDIX III

PRINCIPAL OFFICIALS OF
THE DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
RESPONSIBLE FOR ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office

From To
SECRETARY OF HEALTH, EDUCATION,
AND WELFARE:
Elliot L. Richardson June 1970 Present
Robert H. Finch Jan. 1969 June 1970
Wilbur J. Cohen Mar. 1968 Jan. 1969
John W. Gardner Aug. 1965 Mar. 1968
ADMINISTRATOR, SOCIAL AND RE-
HABILITATION SERVICE:
John D. Twiname Mar. 1970 Present
Mary E. Switzer Aug. 1967 Mar. 1970
COMMISSIONER OF SOCIAL SECURITY:
Robert M. Ball Apr. 1962 Present
DIRECTOR, BUREAU OF HEALTH IN-
SURANCE (note a):
Thomas M. Tierney Apr. 1967 Present
Arthur E. Hess July 1965 Apr. 1967

%The Bureau of Health Insurance was a part of the Bureau of
Disability and Health Insurance until September 1965. At
that time separate bureaus were established to handle the
functions of the disability program and the health in-
surance program.

U.S. GAO, Wash., D.C.
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Copies of this report are available from the
U. S. General Accounting Office, Room 6417,
441 G Street, N W., Washington, D.C., 20548.

Copies are provided without charge to Mem-
bers of Congress, congressional committee
staff members, Government officials, members
of the press, college libraries, faculty mem-
bers and students. The price to the general
public is $1.00 a copy. QOrders should be ac-
companied by cash or check.






