




GAO United States 
General Accounting Offhe 
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The Honorable Ron Wyden 
Chairman, Subcommittee on Regulation, 

Business OpportuniQ, and Technology 
Committee on Small Business 
House of Representatives 

Dear Mr. Chairman 

This report responds to your request that we provide baseline information 
on federal and state fhancial and program oversight of facilities providing 
residential and other Medicaid funded services to people with mental 
retardation and developmental disabilities (MRJDD). AS agreed with your 
office, we focused our review on small (15 beds or fewer) private and 
nonprofit intermediate care facilities for the mentally retarded and 
developmentally disabled (KWMR) and facilities providing residential and 
other services under a Medicaid Home and Community Based Service 
Waiver (the Medicaid waiver program). 

We judgment&y chose three states (Colorado, Michigan, and New York) 
to provide diversity in terms of geographic dispersion and program size. 
Specifically, we identified (1) federal and state requirements for fmancial 
and program oversight and (2) whether the three states we visited 
complied with those requirements. We also identified federal and state 
mechanisms for investigating fraud and abuse and obtained examples of 
what officials in the three states we visited felt were best practices for 
preventing financial fraud and ensuring quality care. 

Results in Brief While federal requirements for financial oversight of MRIDD service 
providers are general in nature, the three states we reviewed required 
most providers to have financial audits by an outside agency. To provide 
program oversight, cognizant federal and state agencies utilize quality 
assurance inspections of ICFS~MR and of facilities providing residential and 
other services under the Medicaid waiver program. These inspections are 
required by federal and/or state regulations. Our review, and the most 
recent Department of Health and Human Services (HHS) examinations of 
the three states we visited, found that these inspections were being 
performed as required. However, we found instances in which more 
attention could be given to follow-up procedures to ensure that 
deficiencies are corrected. 
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Instances of possible fi-aud and abuse in ICFSMB and Medicaid waiver 
program facilities in the stares we visited are investigated only when 
cognizant federal or state officials receive an allegation or referral. While 
our survey of Medicaid Fraud Control Units in 41 states’ having such units 
did not ident& any fraudulent schemes occurring on a national scale, the 
units reported several types of fraudulent or abusive activity that were 
common to many states. These included facility operators using related 
party, or ‘non-arms length,” transactions to inflate charges and to bill for 
services not provided. Providers found guilty of fraud or other program 
abuses can be excluded from receiving Medicaid funds by the HHS Office of 
Inspector General (DIG). The HHS-OIG maintains and distributes a 
nationwide database, based on input from federal, state, and local 
officials, of the excluded providers. 

Officials in the three states we visited identified several program features 
that they believed helped ensure financial and program integrity. For 
example, in Colorado, individuals and entities providing services to people 
with MWDD must do so at a predetermined reimbursement rate, thereby 
reducing the opportunity for inflated billings. 

Background Medicaid is a state-operated program financed with federal and state (and 
sometimes local) funds. It is administered under the oversight of the 
Health Care Financing Administration (HCFA) within HHS. Each state 
manages its Medicaid program through a designated single state Medicaid 
agency, usually the state human services department responsible for 
welfare and social service programs. The basic Medicaid program 
responsibilities of that state agency include eIigibility determination, 
provider certification, claims processing, review and inspection of 
facilities providing care, and maintenance of the program’s integrity and 
administration. 

States have broad discretion in carrying out these responsibilities and 
administering the program. However, the details on how each state will 
run its program are contained in a contract with the federal government 
called a “Medicaid State Plan.” This arrangement permits the level of 
services provided and reimbursement methodology to vary from state to 
state, but it also helps to ensure that each state follows broad federal 
requirements covering such things as the minimum service levels, 
retention of records, and disclosure of ownership interests. 

‘Subsequent to our survey, a 4Znd state (Missouri) established a Medicaid Fraud Control Unit. 
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Needs of the MEUDD population are addressed through a number of 
Medicaid funded facilities and services included in Medicaid State Plans. 
One of the most common facilities is the ICFMR, which can house from 
several to hundreds of residents. Under Medicaid regulations, IcFsiMEt are 
required to provide, or arrange for, a full range of medical and habilitative 
services based on the needs of the residents. To provide a more home-like 
setting, new ICFS/MR tend to be small facilities of 15 beds or fewer. 

In addition, since 1981, states have used the Medicaid Home and 
Community Based Service Waiver program to treat the MR/DD population. 
Under this program, commonly referred to as the Medicaid waiver 
program, individuals who would be eligible for ICFSIMR can live at home or 
in other community residences. The Medicaid program funds needed 
medical and health services for these individuals but does not cover room 
and board. This deviation from Medicaid State Plans is permitted under a 
waiver agreement that must be approved by HCFA. 

Two of the three states we visited (Colorado and Michigan) contract with 
community boards to administer their MR~DD programs. Colorado has 20 
Community Centered Boards, and Michigan 55 Community Mental Health 
Boards. The boards, in turn, are responsible for contracting with service 
providers and, in Colorado, may also operate facilities. In New York, MEUDD 
facilities are operated by nonprofit organizations. New York has 
decentralized some financial and program oversight through the use of 19 
District Developmental Service Offices, which are staffed by state 
government employees. Table 1 provides demographic data on the MRIDD 
population for fiscal year 1993 for the three states we visited, 
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Table 1: Demographic and Financial 
Information for MWDD Population in 
States Surveyed for Fiscal Year 1993 Individuals 

Colorado Michigan New York 

Total receiving residential services (includes 
residents in state-operated and large ICFs/MR) 3,343 8,780 22,089 

Private or nonprofit ICFs/MR of 15 beds or less 0 2,835 6,794 

Private or nonprofit community residences of 15 
beds or less 1,177” 2,533 710 
Facilities 

Total facilities (includes state-operated and large 
I CFs/MR) 207 1,700 3,237 

Private or nonprofit ICFs/MR of 15 beds or less 0 472 722 

Private or nonprofit community residences of 15 
beds or less 
Expenditures (in miflions) 

170 522 f35 

Total for all programs $lOE+ $627 $2,974 

Private or nonprofit ICFs/MR of 15 beds or less $0 $160 $2,319 

Private or nonprofit community residences of 15 
beds or less 

Source: Unaudited information provided by the states. 

$6ib $105 $76 

BFigure does not include people in alternative personal care settings. 

bColorado was not able to provide expenditure data as of September 30, 1993. Expenditures 
represent amounts allocated by the state for its fiscal year, July 1, 1993, through June 30, 1994 

Scope and 
Methodology 

To obtain information on !Inancial oversight requirements, we reviewed 
federal and three states’ regulations on, and instructions for, financial 
requirements for facilities and operators of facilities for the MRDD. We also 
obtained financial information on each state. We interviewed key HHS, 
HCFA, and state personnel to determine how they use financial information 
and audit reports. 

To assess whether the three states were performing required financial 
oversight, we selected random samples of 177 private or nonprofit ICFSIMR 
and facilities that included residents participating in the Medicaid waiver 
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program (59 in each state). We did not verify the completeness of the lists 
the states provided and from which we selected our sample facilities. In 
some cases, an audit covered more than one facility. Of the 177 facilities in 
our sample, 132 were covered by an independent financial audit 
requirement. Most of the remaining 45 facilities were not required to have 
an independent financial audit but were required to have a cost report 
audited by the state. For these facihties, we obtained and reviewed the 
most recent independent financial audit or cost report covering the 
facility. 

To identify program oversight requirements applicable to MR/DD facilities, 
we reviewed federal and state regulations and instructions. We 
interviewed key HHS, HCFA, and state personnel to determine how they 
ensure that facilities adhere to program oversight requirements. 

To assess whether the three states were performing required program 
oversight, we reviewed the most recent certification or recertification 
inspection for each of the 177 facilities in our sample. In addition, we 
reviewed state files to determine whether deficiencies noted during an 
inspection were corrected. Because Colorado did not have private or 
nonprofit ICFSIMR of 15 beds or fewer, we did not examine that state’s 
inspection process for these facilities. For New York facilities serving 
people in the Medicaid waiver program, we only reviewed initial 
certifications because the statewide waiver program began less than a year 
before we started our review. 

To identify federal and state mechanisms for investigating fraud and 
abuse, we met with federal and state auditors responsible for investigating 
Medicaid fraud and asked if they were aware of any schemes that are used 
to bill for unnecessary or unperformed services. We surveyed the 41 state 
Medicaid Fraud Control Units existing at the time of our survey to 
determine whether there were any patterns of fraud in programs for 
people with MRIDD. 

To identify best practices that ensure financial and program integrity, we 
asked officials in the three states we visited what practices in their states 
they considered to be the most beneficial. We compared the best practices 
identified by these offkials with deficiencies identified by the Medicaid 
Fraud Control Units to determine whether they might prevent or reduce 
fraud and abuse. 
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We performed our work from October 1993 through July 1994 in 
accordance with generally accepted government auditing standards. We 
discussed the results of our work with IMS and state program officials and 
have incorporated their comments where appropriate. 

Finmcial Oversight 
Requirements 

Federal regulations specify broad requirements that the states must meet 
regarding setting payment rates and conducting financial oversight of 
MWDD facilities. The specific requirements for a state are those set by the 
sta& and included in the state’s HCFA approved State Medicaid Plan or 
Medicaid Home and Communily Based Service Waiver. States specify the 
type of fmancial reports to be submitted by MWDD facilities and whether 
the facilities must obtain financial audits. All three states we reviewed 
required cost reports and, for most providers, independent financial 
audits. 

The following sections summarize the results of our review of federal and 
state financial oversight requirements and the states’ compliance with 
them. Appendix I presents comparative information on the requirements. 

Intermediate Care While IcFs/MR are jointly funded by states and the federal government, the 
Facilities for the Mentally states have primary responsibility for financial oversight. Federal Medicaid 
Retarded and law and regulations require states to describe the rate-setting methods 

Developmentally Disabled used for ICFSMR in their Medicaid State Plans but do not specify any single 
method. As a result, states employ a variety of rate-setting methods. HCFA'S 

reviews of rate-setting procedures focus on ensuring that the procedures 
are consistent with methods presented in the approved state plan. The 
staff of HHS-OIC, which has the authority to perform fmancial audits of 
ICFSIMR, told us they would only do so on an exception basis. 

Home and Community 
Based Service Waivers 

Under the Medicaid Home and Community Based Service Waiver program, 
Medicaid funding c;tn be used for program services, such as physical 
therapy, but not for room and board, States develop their own methods for 
calculating reimbursements to be made to operators of facilities providing 
residential and other services to waiver recipients. Audits of 
reimbursements to ICFSJMR or to facilities providing residential and other 
services under the Medicaid waiver program are made at the states’ 
discretion. The HHS-OIG has the authority to perform financial audits, but, 
again, staff from that office told us they would only do so on an exception 
basis. 
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State Reporting 
Requirements 

All three states that we visited required providers to annually prepare and 
submit financial reports. In Colorado, operators of each residential facility 
were required to submit annual cost reports to the state. Cost reports for 
facilities operated by Community Centered Boards are to be submitted as 
supplemental information with a board’s annual financial statements. State 
officials said they use the cost reports to monitor facilities’ revenues and 
expenses, negotiate rate changes, and support requests for state 
appropritions. 

In Colorado, Community Centered Boards and other operators of 
residential facilities are also required to have an independent financial 
statement audit annually. The state is to ensure that audits of Community 
Centered Boards are performed. The boards are responsible for ensuring 
that audits of non-board operated facilities are completed. While officials 
for the state MFUDD agency told us that they do not have sufficient staff to 
determine whether the boards are overseeing compliance with this 
requirement, our sample did not identify any required audits that were not 
completed or underway. 

Michigan requires annual cost reports and uses these reports to reconcile 
service providers’ and Community Mental Health Boards’ actual costs to 
budgeted costs. These reconciliations, called cost settlements, are used to 
determine if the provider was paid too much or was due additional money 
from the state. Service providers that contract directly with the state are 
audited by an audit group internal to the MFUDD agency. Other providers in 
Michigan are required to have an independent financial audit. 

In New York, MEUDD facilities submit annual consolidated financial reports 
to the state. These reports are used by the state for special studies, the 
appeals process (when applicable), and rate-setting. While the reports are 
not audited, a small state-run MFUDD audit group performs limited scope 
financial reviews of facilities at its discretion. According to its director, the 
group did not have sufficient resources to conduct a full scope financial 
audit of ah providers in the state, Also, organizations with revenues and 
financial assistance in excess of $25,000 must file an annual financial 
report with the state. Those with revenues and financial support in excess 
of $75,000 must have an independent financial audit. This requirement is 
not targeted to MWDD facilities, but it is a general New York state 
requirement for most nonprofit groups. According to state officials, the 
results of these audits are rarely used as a tool for fiscal monitoring even 
though they are filed in a central state location. 
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Compliance With FinanciaI We examined 64 independent financial audit reports covering 122 of the 
Audit Requirement 132 facilities in our sample required to have a financial audit. Nine of the 

10 remaining facilities were not audited because they had recently opened, 
changed owners, or just come under the audit requirement. The cognizant 
Community Centered Board had not requested an audit of the remaining 
facility, but an audit of this facility was being performed at the time of our 
review. All of the audit reports we reviewed contained unqualified 
opinions on the entities’ financial statements. We did not evaluate the 
quality of the audits performed for the 122 facilities. 

Program Oversight 
Requirements 

While financial oversight, including establishing requirements for 6nancia.l 
reporting and audit, are left primarily to the states, the federal government 
has very specific quality-of-care requirements. For ICFS~MR, these 
requirements range from areas such as the level of staffing at a facility to 
the dietary needs of the residents. For waiver facilities, states develop 
program requirements subject to federal review and approval. 

Because Medicaid pays only for the habilitation or program services these 
facilities provide, states set policies related to room and board and other 
protective services. For the three states we visited, these policies included 
requirements for annual inspection and certification (or re-certification) of 
facilities and following up on deficiencies found by state inspectors. 
Follow-up activity would depend on the nature of the deficiency, but might 
consist of ensuring that a facility filed a corrective action plan for 
deficiencies noted during the inspection or reinspection of the facility. 

The following sections summarize the results of our review of federal and 
state program oversight requirements and the states’ compliance with 
them. Appendix II provides comparative information on these 
requirements. 

Intermediate Care Federal regulations specify 489 separate standards for quality of care at 
Facilities for the Mentally ICFSIMR These standards focus on staff performance but also address 
Retarded and facility specifications and health and safety measures. Regulations also 

Developmentally Disabled require the states to annually inspect the facilities and certify their 
compliance with the standards. These annual inspections are a primary 
means for ensuring that the facilities provide quality care. 

The 489 standards are organized into eight conditions of participation: 
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l governing body and management, 
l client protection, 
l facility staffing, 
l active treatment services, 
l client behavior and facility practices, 
l health care services, 
l physical environment, and 
. dietetic services. 

According to federal regulations, an ICF~MR must substantially comply with 
the specifications of all eight conditions of participation to stay cetied 
and continue to receive Medicaid reimbursement. However, a facility will 
generally not lose its certification if some of the standards are not met, as 
long as the facility submits an acceptable plan for correcting the 
deficiencies and client health and safety are not in jeopardy. HHS regional 
office staff annually evaluate each state’s operations, including the 
certification process. If HHS determines that a facility should not be 
certified, the facility’s participation in Medicaid can be terminated. The 
most recent HHs e xaminations of the three states we reviewed found that 
the states were doing an acceptable certification job. 

Home and Community 
Based Service Waivers 

Federal quality of care standards for the waiver program are less definitive 
than those for the ICF/MR program. In the absence of detailed federal 
standards, states establish their own standards, which must be included in 
their waiver applications. Federal regulations require that state standards 
provide assurances that “necessary safeguards have been taken to protect 
the health and welfare of waiver clients.” These safeguards must also 
include standards for all types of providers that k-nish services under the 
waiver, as well as standards for the facilities where Medicaid waiver 
program participants reside. HCFA reviews the states’ standards as part of 
the waiver application approval process. In addition, states are required to 
ensure that these standards, as well as any state licensing or certification 
requirements, are met and are to report annua.lly to HCFA on compliance. 

States are also required to commission an independent assessment of their 
waiver programs and submit the results to HHS regional office staff for 
evduation. HHS reviews waiver programs Iess frequently than 
ICFS/MR--~ years after inception for new programs and every 5 years 
thereafter. According to HCFA officials, HCFA regional offices also review 
these programs, on an exception basis, when problems have been 
reported. 
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State Compliance W ith 
Program Requirements 

According to all 177 certification or recertification reports on annual 
inspections of ICFS/MR and facilities providing services under the Medicaid 
waiver program that we reviewed, the facilities had been inspected within 
prescribed time limits. However, we found that necessary follow-up 
procedures to help ensure that deficiencies identified during the 
inspections were corrected were not always performed. Of 177 facilities in 
our sample, state inspectors found deficiencies at 167. For these 167, we 
found that, in 15 instances, required state follow-up procedures were not 
performed. State officials informed us that they would follow up on these 
cases and that appropriate action would be taken. Appendix III lists the 
most common deficiencies disclosed by state inspectors for the facilities 
in our sample. 

Fraud Investigation Federal officials with responsibility for investigating and tracking fraud in 
the Medicaid program include HHS-OIG investigators and the HHS-OIG 
Sanctions Group. A  total of 42 states have Medicaid Fraud Control Units, 
which are the primary offices for investigating fraud. Responsibility for 
fraud investigation rests with the state Medicaid agency in the remaining 8 
states. State audit offices can also investigate fraud. 

Of&e of Inspector General HHS' Inspector General has broad authority to investigate fraud and abuse 
in Medicare, Medicaid, and other HKS programs. In the Medicaid area, 
HHS-OIG audits have focused on reviewing state agencies’ implementation 
of and compliance with state Medicaid plan provisions. Since ICFSIMR and 
facilities providing services under a Medicaid waiver are relatively small, 
the HHS-~IG has not routinely performed extensive reviews of these 
facilities. However, the HHS-OIG told us that, at a state’s request, it will 
assist in investigating suspected large-scale or multistate fraud involving 
these facilities. 

Also, the HHS-OIG'S Sanctions Group can exclude from Medicaid programs 
those health care providers, individuals, and businesses committing fraud 
or other program abuses. The Sanctions Group does not initiate exclusion 
actions or perform its own investigations of fraud or abuse. Rather, its 
determinations are based on evidence provided by state Medicaid Fraud 
Control Units; federal, state, and local prosecutors; state licensing boards; 
and others. Under the exclusion provisions, a sanctioned provider 
(individual or entity) is prohibited from receiving Medicaid funds. The 
Sanctions Group maintains a nationwide list of providers that have been 
excluded from receiving Medicaid funds (and funds from other programs 
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under its jurisdiction) and provides (1) a new list to state human services 
departments, state licensing boards, insurance carriers, and other 
interested parties twice a year and (2) updates to the listing monthly. 

State Medicaid Fraud 
Control Units 

Colorado, Michigan, and New York are among 42 states2 that have certified 
Medicaid Fraud Control Units (MFCU). The fraud units are staffed by the 
states, but about 75 percent of the funding for the units is federal. These 
units investigate and prosecute allegations of wrongdoing in Medicaid 
funded programs, including those for people with MRIDD. Investigations are 
normally performed only when a complaint is GIled or allegations are 
referred to the fraud unit for investigation. A primary source of referrals to 
MFCUS are program integrity units within the single state Medicaid 
agencies. 

Our survey of the 41 state Medicaid Fraud Control Units existing at the 
time of our review did not identify any fraudulent schemes occurring on a 
national scale related to facilities for people with MRIDD. However, the 
units reported several types of fraudulent or abusive activity common to 
many states, including 

. use of related party transactions to overstate costs, 
l inflation of cost reports, 
+ billing for services not rendered, and 
l theft of patient funds. 

Table 2 summarizes the cases fraud units investigated from October 1990 
through September 1993 at ICFslMR or other group homes for people with 
MRIDD in the three states we visited. 

?See footnote 1. 

Page 11 GAO/AIM&94-152 Oversight of MWDD Facilities 



B-257699 

Table 2: Fraud Cases Identified in 
Three States From October 1990 
Through September 1993 State 

Colorado 

Michigan 

Type of case(s) 
identified0 Referral source Action/result 
The Colorado MFCU Information Referred to HHS. 
reported one case developed in 
involving inflated another investigation. 
billings for medical 
supplies. 

The Michigan MFCU Family referral and Two cases resulted 
reported that it had information in convictions, one 
investigated and developed in case was awaiting 
prosecuted two another investigation. trial. 
cases of patient 
abuse and one case 
of embeulement. 

The MFCU received 
approximately 60 
complaints during 
this time period, 
Most were closed 
shortly after receipt 
and referred to the 
appropriate state 
agency or law 
enforcement officials. 

New York The New York Informants; referral Several convictions, 
MFCU reported that from HHS several trials 
it had investigated surveillance unit. pending, one civil 
and prosecuted settlement. 
several cases 
involving rigging of 
bids on construction 
of ICF/MR facilities; 
related party 
transactions; 
inflated/bogus 
billings; and theft of 
patient funds. 

BType of case identified does not include instances reported by MFCUs where the charge was 
dismissed or the plaintiff was found nol guilty. Pending cases were included. 

Generally, MFCUS report all cases in which they have obtained an 
indictment and conviction to the National Association of Attorneys 
General, Medicaid Fraud Counsel. The association acts as a clearinghouse 
on Medicaid fraud and publishes the results of fraud unit investigations in 
a newsletter. The newsletter is distributed to all fraud units and other 
interested parties 10 times a year and provides a forum for the fraud units 
to discuss common areas of concern. Appendix IV lists the 42 MIXUS, 
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State Audit Agencies In Colorado, Michigan, and New York, state auditor offices are authorized 
to perform financial and program audits of facilities and services for 
people with MRJDD. However, state audit officials told us that these audits 
are generally done only when complaints or referrals are received. 
According to one official at the Michigan Auditor General’s Office, some of 
the issues they have reviewed include improper handling of patient’s 
money, excessive transportation costs, lease-purchase decisions made by 
Community Mental Health Boards, and how administrative costs compare 
with contract requirements. 

Best Practices At our request, state officials in the three states we visited identified 
several program features as “best practices” that they believed helped to 
prevent fraud and ensure quality care. These practices included cost 
containment features such as fixed reimbursement rates, program 
oversight by case managers and state oversight agencies, and limitations 
on the number of facilities that a provider can operate. A description of 
best practices identified by officials in these states is provided in 
appendix V. 

As agreed with your office, unless you publicly announce its contents 
earlier, we will not distribute this report for 30 days. At that time, we will 
send copies to the Secretary of Health and Human Services; state program 
officials in Colorado, Michigan, and New York; the Director of the Office 
of Management and Budget; the Chairmen and Ranking Minority Members 
of the cognizant appropriations and oversight committees; and other 
interested parties. 

If you have any questions concerning this report, please call me at 
(202) 5123406. Appendix VI lists major contributors to this report, 

Sincerely yours, 

George H. St&up 
Associate Director 
Financial Integrity Issues 
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Financial Reporting and Audit Requirements 
for ICFs/MR and Facilities Providing Waiver 
Services 

Oversight reauirement Federal Colorado Michigan New York 
Reporting HCFA approves state 

plans. States develop 
their own financial 
reporting requirements 
for ICFs/MR within the 
broad federal 
requirements. 

There are no specific 
financial reporting 
requirements for waiver 
facilities. Federal 
regulations apply to 
aggregated data 
reported by the states to 
HCFA. 

An annual cost report Each agency that Each provider of services 
must be prepared and contracts to provide must submit a 
submitted for each services to the state must consolidated financial 
residential facility. These submit and have report annually. Reports 
reports are used to approved a budgeted are used for special 
monitor revenues and annual cost report. These studies, the appeals 
expenses, negotiate rate reports are used as the process, if applicable, 
changes, and support basis for a final cost and rate setting 
requests for state settlement at the end of development. 
appropriations. the year. 

Audit The HHS Inspector 
General has the authority 
to conduct fiscal audits, 
but this is rarely done. 

No specific requrrements 
are placed on the states 
for financial audits of 
ICFsiMR and facilities 
providing services under 
a Medicaid waiver. 

In general, because 
MR/DD facilities are 
considered service 
vendors rather than 
subrecipients of federal 
funds, Medicaid funds 
paid by states to these 
providers are not subject 
to the Single Audit Act 
requirements. 

There is no state agency 
internal audit group, but 
most providers are 
required to have an 
independent financial 
audit. The controller for 
the MWDD agency in 
Colorado told us that 
instead of having an 
internal audit group, the 
agency relies on its 
quality assurance group 
to identify key issues. 

Provjders that contract A small internal audit 
directly with the state are group, consisting of 5 
audited by an internal auditors, performs limited 
audit group. Others are scope financial audits on 
required to have an an exception basis. Also, 
independent financial all nonprofit 
audit. organizations with annual 

revenues and financial 
assistance in excess of 
575,000 are subject to 
the general state 
requirement for individual 
financial audit. 
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Quality Assurance Requirements for 
ICFs/MR and Facilities Providing Waiver 
Services 

Federal Colorado Michigan New York 
ICFShlR Medicaid statutes require 

facilities to meet eight 
conditions of 
participation. The focus 
is heavily directed 
toward ensuring that 
active treatment to 
clients is provided. 
States must certify 
annually that each facility 
is complying with the 
conditions of 
participation. Facilities 
not complying are 
subject to decertification 
but can remain open if 
they submit and then 
carry out an acceptable 
plan of correction for 
deficiencies noted. 

Colorado did not have 
private or nonprofit 
ICFs/MR of 15 beds or 
less. 

The state plan has 
designated the 
Department of Mental 
Health as responsible for 
determining, through 
inspection, whether 
facilities meet federal 
requirements. 

Michigan Protection and 
Advocacy assists the 
developmentally 
disabled and mentally ill 
in gaining access to 
services and protecting 
their civil rights. 

The state plan has 
designated the Office of 
Mental Retardation and 
Developmental 
Disabilities as 
responsible for 
determining, through 
inspection, whether 
facilities meet federal 
requirements. 

Federal law also requires 
states to establish 
advocacy groups to 
monitor programs for 
people with MFVDDD. 

The Commission on 
Quality of Care for the 
Mentally Disabled 
investigates unnatural or 
unusual deaths, provides 
advocacy services, 
responds to complaktts, 
and conducts program 
and cost-effectiveness 
studies to both improve 
service delivery and 
ensure that the quality of 
care provided is of a 
uniform, high quality. 

(continued) 
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Appendix II 
Quality kasurance Requirements for 
ICFslMR and Facilities Providing Waiver 
Services 

Federal Colorado 
Waiver 
services 

- 
States are to provide 
assurances that 
necessary safeguards 
have been taken to 
protect the health and 
welfare of people with 
MFVDD. Program 
regulations do not define 
safeguards or how they 
are to be developed; 
however, states must 
include standards for all 
types of providers that 
furnish services under 
the waiver, as well as 
standards for the 
facilities where Medicaid 
waiver program 
participants reside. In 
addition, states are 
required to ensure that 
these standards, as well 
as any state licensure or 
certification 
requirements, are met 
and are to report 
annually on compliance. 
HCFA reviews and 
approves the states’ 
standards as part of the 
waiver application 
process. 

The state plan has 
designated survey 
agencies, the 
Department of Health, 
and the Division for 
Developmental 
Disabilities as 
responsible for 
determining, through 
inspection, whether 
facilities meet state 
requirements. 

The Legal Center, an 
advocacy organization, 
provides legal and other 
services to persons with 
disabilities. 

Federal law also requires 
states to establish 
advocacy groups to 
monitor programs for 
people with MWDD. 

Each of the Community 
Centered Boards is 
required to have a 
Human Rights 
Committee, which has 
oversight responsibilities 
for MWDD programs and 
individuals. These 
committees are 
composed of persons 
with developmental 
disabilities, family 
members, and program 
participants. Committees 
oversee program 
participants on 
psychotropic 
medications and 
restrictive behavioral 
mechanisms, and review 
allegations of abuse and 
neglect 

Michigan 
The state uses the same 
quality assurance 
standards that it uses for 
ICFs/MR. 

Michigan Protection and 
Advocacy assists the 
developmentally 
disabled and mentally ill 
in gaining access to 
services and protecting 
their civil rights. 

Also, the Association of 
Retarded Citizens has a 
residential monitoring 
program funded by the 
state. Association 
representatives visit 
community residences 
for the purpose of 
observing the conditions 
of the homes and their 
residents. 

New York 
The state requires, 
through annual 
certification, that facilities 
where waiver clients live 
meet physical plant and 
protective oversight 
requirements. There is no 
program review included 
in the certification 
process. Individual case 
managers are 
responsible for 
overseeing the program 
services, such as 
assessing the recipient’s 
level of care and 
ensuring care is 
provided. 

The Commission on 
Quality of Care for the 
Mentally Disabled 
investigates unnatural or 
unusual deaths, provides 
advocacy services, 
responds to complaints, 
and conducts program 
and cost-effectiveness 
studies to both improve 
service delivery and to 
ensure that the quality of 
care provided is of a 
uniform, high quality. 
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Appendix III 

Common Deficiencies Noted by State 
Inspectors at Facilities in Our Sample 

Colorado 

Waiver Facilities 
(59 Facilities) 

. Uncleanliness and poor furnishings and equipment (37 facilities) 

. Misuse of psychotropic medications, such as missing authorizations 
(21 facilities) 

l Operators not fully complying with fire safety standards (21 facilities) 
. Buildings and structures poorly maintained (19 facilities) 

Michigan 

ICFdMR (27 Facilities) . Programs conducted for some residents without the informed consent of 
the client, parents, OF legal guardian (7 facilities) 

l Evacuation drills not held as frequently as required, and emergency and 
disaster plans not evaluated for effectiveness (6 facilities) 

Waiver Facilities 
(32 Facilities) 

9 Complete individual program plans not in pIace for ah clients (21 facilities) 
9 Adequate physician services not in place (7 facilities) 
9 Adequate professional program services not in place to ensure that chent’s 

individuaI program plans were implemented (7 facilities) 

New York 

ICFs/MR (49 Facilities) . Some clients not receiving continuous active treatment, as required 
(18 facilities) 

l Programs conducted for some residents without the informed consent of 
the client, parents, OF legd gUardian (17 facilities) 

l Clients’ active treatment not integrated, coordinated and monitored by a 
quahfred mental retardation professional (16 facilities) 

Waiver Facilities v No quality of care deficiencies noted-all inspections we examined were 
(10 Facilities) for initial certifications performed prior to residents’ occupancy 
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Appendix IV 

List of Medicaid Fraud Control Units 

ALABAMA 

Director, MFCU 
Offke ot the Attorney General 
11 Boutfl Union Street 
Montgomery, AL 36136 
(205) 2767780 

ALASKA 

Direcfor, MFCU 
Department of Law 
f031 W. 4th, Sulfe 200 
Anchorage, AK 99501-1994 
(907) 2763550 

ARIZONA 

Director, AHCCCS Fraud Unfl 
OflIce ol lhe Attorney General 
1275 West Washington 
Phoenix, A.2 85007 
(602) 542-3881 

ARKANSAS 

Dfredor, MFCU 
Office of the Attorney General 
323 Center Street 
Little Flock, AR 72201 
(561) 662-7766 

CALKORNIA 

Chief, Bureau ot 
MediCal Fraud 

Office of the Attorney General 
1515 K Street, South Rm 400 
PJm Iron Bki 
Sacramento, CA Q42444256 
(916) 324-5186 

COLORADO 

Dimchw, MFCU 
Criminal Enforcement Section 
Office of the Attorney General 
1525 Sherman Street, 5th FI 
Denver, CO 80203 
(303) 8665431 

CDNNECTfCUl’ 

Director, MFCU 
340 Qulnnipiac Street 
Wallirgford. CT C-6492 
(203) 2657821 

DELAWARE 

Director, MFCU 
820 N. French Street, 8th FI 
Wilmkqton, DE 19801 
{302) 577-3047 

FLORIDA 

Director, MFCU 
Office of the Attorney General 
PLO1 
The Capital 
Tallahassee, FL 323QQ- 1050 
(904) 487-1963 

HAWAII 

Diredor, Medicaid 
InvestfQations Diision 

425 Queen Street 
Honolulu, HI 96813 
(808) 586-l 058 

ItLlNOfS 

Dlredor, MFCU 
Illinois Department ot 

state Police 
MFCU, Rm 225 
103 Armory Bid 
Sprirlgfbld, IL 62794-9461 
(217) 7853321 

INDIANA 

Director, MFCU 
Office of the Attorney General 
219 State House 
Indianapolis, IN 46204 
(317) 2326522 

IOWA 

Chief, MFCB 
towa Department of 

lnspectictns & Appeals 
Lucas State Office Bid, 2nd FI 
Des Moines IA 503lQ-0663 
(515) 281-7109 

KENTUCKY 

Director, Medicaid Fraud and 
Abuse ControD Division 

Office of the Attorney General 
1024 Capital Center Drive 
Frankfort. KY 40602-2000 
(502) 573-5937 

LoulSfANA 

Director, MFCU 
P.O. Box 94695 
Baton Rouge, LA 70804 
(504) 342-7517 

J 
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Appendix N 
List of Medicaid Fraud ControI Utita 

MAINE 

Director, MFCU 
Dept. of the Attorney General 
State House Station 6 
Augusta, ME 04333 
(207) 287-3681 

MARYLAND 

Director, MFCU 
Office of the Attorney General 
Munsey Bid 
200 St. Paul Place, 18th FI 
Fayette and Cahrerf Streets 
Baltimore, MD 2t202-1909 
(410)576-6523 

MASSACHUSETTS 

Director, MFCU 
Dept. of the Attorney General 
131 Tremont Street 
Boston, MA 02111 
(617) 727-2200 

MICHIGAN 

Director. MFCU 
6520 Mercantile Way, Suite 3 
P.O. Box 30218 
Lansing, MI 48909 
(517) 334-6020 

MINNESOTA 

Director, MFCU 
1400 NCL Tower 
445 Minnesota Street 
St. Paul, MN 55101-2131 
(612) 297-1086 

MlSSlsslPPl 

Director, MFCW 
Office 01 the Attorney General 
P. 0. Box 58 
Jackson, MS 392054058 
(601) 354-6082 

MISSOURI 

Director, MFCU 
Office of the Attorney General 
P.O. Box 899 
Jefferson City, MO 65102 
(3t4)751-3321 

NEVADA 

Director, MFCU 
Offiie of the Atforney General 
Heroes Memorial Bid 
198 South Carson Street 
Carson City, NV 89710 
(702)687-4704 

NEW HAMPSHIRE 

Director, MFCU 
Offke of the Attorney General 
10 Ferry Street - Box 27 
Concord, NH 03301 
(603)271-1248 

NEW JERSEY 

Chief, Medicaid Fraud Section 
Division of Criminal Justice 
Richard J. Hughes Justice 

Complex 
25 Market Street CN085 
Trenton, NJ 08625-0885 
(609) 984-l 944 

NEW MEXIC0 

Director, MFCU 
otfice of the Attorney General 
P.O. Box 1508 
Santa Fe, NM 87804-1508 
(505)827-6000 

NEW YORK 

Director, MFCU 
270 Broadway, 17th Fi 
New York, NY 10007 
(2121417-5250 

NORTH CAROlINA 

Director, MFCU 
Office of the Attorney General 
Department of Justlce 
P-0. Box 829 
Raleigh, NC 27602-0629 
(Q19)733-5760 

OHfO 

Director, Division of Medicaid 
Fraud Control 

101 E. Town Street 
Cc~lumbus. OH 43268 
(814)486-0722 

OKLAHOMA 

Director, MFCU 
Office of the Attorney General 
4545 North Lincoln Blvd., 
Buile 260 
Oklahoma City, OK 

7310!!44Q8 
(405)521-4274 
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Appendix Iy 
List of Medicaid Fraud Control Units 

OREGON 

Director, MFCU 
Office of the Attorney General 
1515 SW 5th Avenue, 
suile 410 
Poltland, OR 97201 
(503) 229-5725 

PENNSYLVANIA 

Director, MFCU 
office of the Attorney General 
Strawberry Square, 16th FI 
Harrisburg, PA 17120 
(717) 763-1461 

RHODE ISLAND 

Director, MFCU 
Offioe of the Altofnsy General 
72 Pine Street 
Providence. RI 02QO3 
(401) 274-4400 

SOUTH DAKOTA 

Dire&x MFCU 
Office of the Attorney General 
110 W. Missouri 
Pierre, SD 575014506 
(605) 773-4102 

TENNESSEE 

Director, MFCU 
Tennessee Bureau of 

Investlgatlons 
P.O. Box 100940 
Nashville, TN 3721 O-0940 
(615) 7414430 

TEXAS 

Dire&or, MFCU 
Office of the Attomsy General 
300 West 15fh, Suite 600 
Austin, TX 78701 
(512) 463-201 t 

UTAH 

Dimdor, MFCU 
Utah Division of Publii Safety 
5272 College Drive, Suite 200 
Murray, UT 84123-261 t 
(801) 263-1363 

VERMONT 

Dlmclor. MFCU 
Pavillkn Office Bid 
109 State met 
Montpelier, VT 05602 
(802) 828-2151 

VIRGINIA 

Director, MFCU 
Office of the Atlorney General 
101 N. 8th Street 
Rkhmond, VA 23219 
(804) 786-l 226 

WASHINGTON 

Diredor, MFCU 
Washiqton Bid, 3rd Fl 
10tQ Pacific Avenue 
Tacoma, WA 98402 
(206) 593-2154 

WEST VIRGINIA 

Director, MFCU 
West Vitginia Department of 

Health & Human Resources 
t t 16 Quarrier Street, 

Lower Level 
Charleston, WV 25301 
(304) 556-5353 

WlscoNSlN 

Director, MFCU 
Wisconsin Dept. of Justice 
t 14 East, State Capitol 
Madison, WI 53707-7657 
(608) 2m770 

NATIONAL ASSOCIATION 
OF MEDICAID FRAUD 
CONTROL UNITS 

Medicaid Fraud Counsel 
NatIonal Associatiin of 

Aitorneys Genera! 
Hall of lhs -es 
444 N. Capitol !X, Sune 339 
WashIngton, D.C. 20001 
(202) 4348020 
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Appendix V 

Best Practices Identified by State Officials to 
Prevent Fraud and Ensure Quality Care 

Colorado 

Uniform Reporting and 
F’inancial Audit 
Requirements 

A central agency, the Division for Developmental Disabilities, established 
uniform reporting and financial audit requirements for all Community 
Centered Boards and other service providers. By having standard financial 
reporting and accounting procedures and defmitions, the state is able to 
compare and evaluate the cost of services provided across the state. 

Fixed Reimbursement 
Rates 

Individuals and entities providing services to people with MRKID must do so 
at a predetermined reimbursement rate, reducing the opportunity to 
inflate billings. 

Human Rights Committees Each of the 20 regional-based Community Centered Boards providing 
services to people with MR/DD must have a human rights committee 
composed of individuals who are not employed by or involved with the 
boards. These committees oversee program participants on psychotropic 
medications and restrictive behavioral mechanisms, and review allegations 
of abuse and neglect. 

Case Management 
Oversight 

Each program participant in Colorado has a case manager who works for 
one of the Community Centered Boards. These case managers are in 
continual contact with participants as well as third party providers to 
ensure that the participants are receiving proper care and services. 

Michigan 

Providers Do Not Own 
ICFs/MR 

Officials believe the opportunity for providers to benefit from related party 
transactions is reduced in Michigan because the state leases all ICFm as 

well as most facilities providing residential services to people receiving 
services under a Medicaid waiver. The provider agrees with the state to 
provide services at the leased site. Since providers do not own the 
facilities, it is also easier to replace providers that fail to perform 
satisfactorily. Instead of having to move the residents, the state can bring 
in a new provider to furnish services at the same site. 
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Appendix V 
Best Practices Identtied by State OfXkials to 
Prevent Fraud and Ensure Quality Care 

Providers Can Operate a 
Limited Number of 
Facilities 

By not allowing a provider to operate more than 12 facilities, the state 
limits its exposure to any one provider if a problem arises. 

NewYork 

Review of Real Property 
Lease Agreements 

The state reviews aJl real property leases entered into by providers of 
services to the MR/DD to ensure the existence of an arm’s length 
relationship between the parties to the lease, lessening the opportunity for 
abuse through related party transactions. 

Commission on Quality of The state has an independent watchdog group called the State 
Care for the Mentally Commission on the Quality of Care for the Mentally Disabled. The 
Disabled Commission’s functions include investigating unnatural or unusual deaths, 

providing advocacy services, responding to complaints, and conducting 
program and cost effectiveness studies to both improve service delivery 
and ensure that the care provided is of a uniform, high quality. 

Not-for-profit Groups State officials believe that because all facilities are run by established 
not-for-profit groups, such as United Cerebral Palsy, Catholic Charities, 
and the Association for Retarded Citizens, there is less chance of fraud 
and abuse. 
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Appendix VI 

Major Contributors to This Report 

Accounting and t 
William L. Anderson, III, Senior Audit Manager 

Information 
Management Division, 
Washington, D.C. 

New York Regional 2 
Bonnie L. Derby, Evaluator 

Office Kathleen A Grecco, Evaluator 

Denver Regional Patricia Cheeseboro, Regional Assignment Manager 
Alan J, Dominicci, Evaluator 

Office 
1 Office of General 
Counsel 

Barbara Timmerman, Senior Attorney 
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