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United States General Accounting Office Accounting and Information
Washington, DC 20548 Management Division
B-284484
February 4, 2000

The Honorable John R. Kasich
Chairman

Committee on the Budget
House of Representatives

Subject: Medicare: Methodology to Identify and Measure Improper Payments in the
Medicare Program Does Not Include All Fraud

Dear Mr. Chairman:

This letter responds to your request for 1nformat10n on the methodology used to estimate the
$12.6 billion in Medicare improper payments,’ as reported by the Department of Health and
Human Services’ (HHS) Office of Inspector General (OIG) for fiscal year 1998.
Specifically, you asked whether the methodology included tests to detect improper payments
resulting from fraudulent and abusive schemes in the Medicare program. If the estimate did
not include such tests, you asked us to comment as to whether the $12.6 billion estimate
would be higher if the tests had been included. Overall, our work shows that because the
methodology was not intended to detect all fraudulent schemes such as kickbacks and false
claims for services not provided, the estimated improper payments of $12.6 billion would
have been greater. How much greater, no one knows.

As we recently reported, ? the HHS OIG developed an overall methodology to estimate the
level of improper payments within the Medicare Fee-for-Service program. The OIG
developed and tested the methodology during its audit of the fiscal year 1996 financial
statements of the Health Care Financing Administration (HCFA). Previously, no overall
methodology existed to estinate Medicare improper payments.

'Improper payments are payments made for unauthorized purposes or excessive amounts, such as
overpayments to program recipients or contractors. According to the HHS OIG, the majority of the
improper payments were detected through medical record reviews. Once an improper payment is
identified, the provider has the option to appeal the decision and provide more documentation to
support the payment.

*Financial Management: Increased Attention Needed to Prevent Billions in Improper Payments
(GAO/AIMD-00-10, October 29, 1999).
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The methodology was a significant step toward quantifying Medicare improper payments.
Its primary purpose was to provide users of HCFA’s financial statements with an estimate of
Medicare fee-for-service claims that were paid in error. It was not designed to identify or
measure the full extent of levels of fraud and abuse in the Medicare program. The HHS OIG
testified’ that the estimate of i improper payments did not take into consnderatmn numerous
kinds of outright fraud such as “phony records” or kickback schemes.* The methodology
assumes that all medical records received for review represent actual services provided.

In response to the increased focus resulting from the HHS OIG’s efforts in this area, HCFA
is developing plans to enhance its efforts to identify or measure Medicare improper
payments. We are currently reviewing these plans and will report to you separately on them.

We are sending copies of this letter to Representative John M. Spratt, Ranking Minority
Member of the House Committee on the Budget; interested congressional committees; the
Honorable Donna E. Shalala, Secretary, and the Honorable June Gibbs Brown, Inspector
General, Department of Health and Human Services; and the Honorable Nancy-Ann Min De
Parle, Administrator, Health Care Financing Administration.

Please contact me at (202) 512-4476 or by e-mail at jarmong.aimd@ gao.gov if you or your
staff have any questions concerning this letter. Key contributors to this letter were
Deborah A. Taylor and James A. Kernen.

Sincerely yours,

St A, G

Gloria L. Jarmon
Director, Health, Education, and Human Services
Accounting and Financial Management Issues

(916330)

*July 17, 1997, testimony of the HHS Inspector General in a hearing before the House Committee on
Ways and Means, Subcommittee on Health, entitled Audit of HCFA Financial Statements.

“The Anti-Kickback Act of 1986, 41 U.S.C. sections 51-58, makes it a criminal offense to knowingly and
willfully offer, provide, solicit, or accept any remuneration for the purpose of improperly obtaining or
rewarding favorable treatment in connection with a contract or a subcontract for supplies or services
charged to the United States, including supplies or services reimbursable by federal health care
programs such as Medicare.
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Ordering Information

The first copy of each GAO report and testimony is free.
Additional copies are $2 each. Orders should be sent to the
following address, accompanied by a check or money order
made out to the Superintendent of Documents, when

necessary. VISA and MasterCard credit cards are accepted, also.
Orders for 100 or more copies to be mailed to a single address
are discounted 25 percent.

Orders by mail:

U.S. General Accounting Office
P.O. Box 37050
Washington, DC 20013

or visit:

Room 1100

700 4th St. NW (corner of 4th and G Sts. NW)
U.S. General Accounting Office

Washington, DC

Orders may also be placed by calling (202) 512-6000
or by using fax number (202) 512-6061, or TDD (202) 512-2537.

Each day, GAO issues a list of newly available reports and
testimony. To receive facsimile copies of the daily list or any
list from the past 30 days, please call (202) 512-6000 using a
touchtone phone. A recorded menu will provide information on
how to obtain these lists.

For information on how to access GAO reports on the INTERNET,
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