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David Crowley 
ExecutiveDirector 
AssociatedHospital Service 
2 GannettDrive 
SouthPortland, 04106Maine 

Office of Audit Services 
RegionI 
John F. Kennedy Federal Building 
Boston,MA 02203 
(617) 565-2684 

Enclosedaretwo copiesof theU.S. Departmentof HealthandHumanServices(HHS), Office of 
InspectorGeneral,Office of Audit Services(OAS) final reportentitled"Review of Anesthesia, 
PhannacyandSupplyServicesUsedIncidentto OtherOutpatientDiagnosticServicesProcessedby 
AssociatedHospital Service."A copyof this reportwill be forwardedto the actionofficial noted 
below for his review andanyactiondeemednecessary. 

Final determinationasto actionstakenon all mattersreportedwill be madeby theHHS action 
official namedbelow. We requestthatyou respondto theHHS Action Official within 30 daysfrom 
thedateof this letter. Your responseshouldpresentanycommentsor additionalinformationthat 
youbelievemayhaveabearingon the final determination. 

In accordancewith theprinciplesof theFreedomof InfonnationAct (Act) (5 V.S.C. 552,as 
amendedby Public Law 104-231),010, OAS reportsissuedto HHS granteesandcontractorsare 
madeavailable,if requested,to membersof thepressandthegeneralpublic to the extent 
infonnation containedthereinis not subjectto exemptionsin theAct which HHS choosesto 
exercise.(See45 CFRPart5). 

To facilitateidentification,
to this correspondence relating

pleasereferto CommonIdentificationNumberA-OI-OI-OO542in all 

report.

Sincerely, 

C2~J )~~-yr';:;:[~-1 

RegionalInspectorGeneralfor Audit lervices 

Direct reply to HHS Action Official: 
RogerPerez,Acting RegionalAdministrator,RegionI 
Centersfor MedicareandMedicaid Services 
Room2325,JFK FederalBuilding 
Boston,Massachusetts02203 



EXECUTIVESUMMARY 

Background 

Medicareregulationsrequirethatthepaymentlimit for otheroutpatientdiagnosticservicesinclude 
pharmacy,anesthesiaandmedicalsuppliesusedin connectionwith otheroutpatientdiagnosticservic~s. 
Hospitalsmay bill for suchservicesaspart of theamountchargedfor theotherdiagnosticservicesor 
underthe incident to otherdiagnosticservicesrevenuecodesif this facilitateshospitalaccounting. 
Hospitalsmay not usegeneralrevenuecodesfor billing thoseservicesthat areincidentto other 
diagnosticproceduresandsubjectto thepaymentlimit. 

Objective 

The objectiveof our reviewwasto determinewhetheroutpatientanesthesia,pharmacyandmedical 
suppliesusedincident to otheroutpatientdiagnosticservicesduringtheproviders' FiscalYear(FY) 
1999werebilled for andreimbursedin accordancewith Medicarerequirements. 

Summary of Findings 

Many hospitalsservicedby AssociatedHospitalService(ARS) did not establishadequateinternal 
controlsto ensurethat claimsfor anesthesia,pharmacyandmedicalsupplyservicesusedincidentto 
otheroutpatientdiagnosticserviceswerecodedin accordancewith Medicarerequirements.We found 
this wasparticularly trueof providersof cardiaccatheterizationservices.In this regard,hospitals,that 
renderedcardiaccatheterizations,incorrectlycodedpharmacy,anesthesiaandmedicalsuppliesused 
incident to otheroutpatientdiagnosticservicesduringtheir FY 1999. We foundthatthe hospitalscoded 
theseservicesusing generalrevenuecodesinsteadof the specificrevenuecodesrequiredwhenbilling 
for servicesincident to otheroutpatientdiagnosticservices.As a result,thehospitalsoverchargedan 
estimated$518,000on claimssubmittedto ARS. 

Recommendations 

We recommendthat AHS requirehospitalsthatprovidecardiaccatheterizationservicesto perfoml . 
compliancereviewsofFY 1999claimsto detemlineifanyphannacy, anesthesiaor suppliesclaimed 
incidentto otheroutpatientdiagnosticserviceswerecodedincorrectly. If so,AHS shouldeither: 

. 	 Requirethe hospitalto re-bill themiscodedclaimswith the correctprocedurecodesandre-open 
their FY1999costreportfor adjustmentandcollectionof overpayment,if anyor; 

. Requirethehospitaladjustor re-file 
miscodedclaimsfrom FY 1999or 

the currentopencostreportto reflectthe amountof 

. Requirethehospitalto reporttheamountofmiscoded claimsfrom FY 1999andusethat amount 
in conjunctionwith the FY 1999costreportdatato calculatethe amountof anyoverpayment. 
Thehospitalwould thenbe requiredto makeseparatepaymentfor the overpayment. 

responseto our draft report(seeAPPENDIX B), theAHS concurredwith our recommendations. hI 



INTRODUCTION

BACKGROUND 

The MedicareIntennediaryManual(MIM) section3631(C)(l)(b) andMedicareHospitalManual 
(MHM) section443(C)(l)(b) statethatthepaymentlimit for otherdiagnosticservicesincludes 
pharmacy,anesthesia,andmedicalsuppliesusedin connectionwith otherdiagnosticservices.Hospitals 
maybill suchservicesaspart of the amountfor the otherdiagnosticprocedureunderrevenuecodes46x, 
471,480,481,482, 73x, 730,731,732,74x, 75x, 920,921,922,or 924,or separately,underthe 
incident-to-otherdiagnosticservicesrevenuecodesfor pharmacy(254),anesthesia(372),or supplies 
(622) if this facilitateshospitalaccounting.Hospitalsmaynot usegeneralrevenuecodesfor pharmacy 
(250), anesthesia(370),or supplies(270)for billing thoseservicesincidentto otherdiagnostic 
proceduresthat aresubjectto thepaymentlimit. Claimsaresubmittedfor servicesrenderedandare 
reimbursedon an interim basisbasedon submittedcharges.At year-end,the hospitalsubmitsa cost 
report to the Medicarefiscal intennediary(PI) for final reimbursement. 

AssociatedHospital Service(AHS) is theMedicareFiscalIntermediary(PI) responsiblefor processing 
claims submittedby hospitalsin MassachusettsandMaine. In this regard,AHS is alsoresponsiblefor 
establishinga paymentsystemthatwill providereasonableassurancesthatpaymentsarecorrect. 
ThroughoutMassachusettsandMaine,thereare95 acutecarehospitalsin thepopulationthat submitted 
55,570outpatientclaimscontainingat leastoneoutpatientotherdiagnosticserviceduring each 
providers'respectiveFY 1999. 

OBJECTIVES, SCOPEAND METHODOLOGY 

Our reviewwasmadein accordancewith generallyacceptedgovernmentauditingstandards.The 
objectiveof our review wasto determinewhetheroutpatientpharmacy,anesthesiaandmedicalsupplies 
usedincidentto otheroutpatientdiagnosticserviceswerebilled for andreimbursedin accordancewith 
Medicarerequirements.Our review includedservicesrenderedduring eachproviders'respectiveFY 
1999. 

We limited considerationof the internalcontrol structureto thosecontrolsconcerningclaimssubmission 
becausetheobjectiveof our review did not requireanunderstandingor assessmentof the complete 
internalcontrol structureat AHS or thehospitalsincludedin our review. In this regard,we concluded 
that our reviewof theinternalcontrol structureat AHS andthehospitalscouldbe conductedmore 
efficiently by expandingsubstantivetesting,therebyplacinglimited relianceon AHS' andthehospitals' 
internalcontrol structure. 

It shouldalsobe notedthatwhile our resultsarestatedasdollarschargedfor miscodedservices,the final 
effectof themiscodingcannotbe determinedwithout adjustingtheproviders'FY 1999costreports. 

To accomplishour objective,we: 

. reviewedthecriteria relatedto otheroutpatient 

. 	 randomlyselectedeight hospitalsfor reviewusinga multistagesamplebasedon 
probability-proportionate-to-sizeweightedby thetotal dollarschargedfor claims 
containingotheroutpatientdiagnosticservices; 

1




. randomly selected100claimsfor reviewat eachof the eighthospitals; 

. obtainedandreviewedthebilling recordsfor eachof the 800claims; 

. 	 interviewed appropriatehospitalstaffconcerningtheinternalcontrolsoverthe 
submissionof claimsfor otheroutpatientdiagnosticservices;and 

. 	 useda variableappraisalprogramto estimatethetotal dollar impactof impropercharges 
(seeAPPENDIX A). 

Our field work was perfonnedfrom November,2001throughMarch,2002at selectedhospitalsin 
MassachusettsandMaine. 

The AHS's responseto the draft reportis appendedto this report(seeAPPENDIX B) andis addressed 
on page4. 

FINDINGS AND RECOMMENDATIONS 

Many hospitalsservicedby AHS did not establishadequateinternalcontrolsto ensurethatclaimsfor 
anesthesia,pharmacyandmedicalsupplyservicesusedincidentto otheroutpatientdiagnosticservices 
werecodedin accordancewith Medicarerequirements.We foundthis wasparticularlytrue of providers 
of cardiaccatheterizationservices.In this regard,hospitalsthatrenderedcardiaccatheterizations, 
incorrectlycodedpharmacy,anesthesiaandmedicalsuppliesusedincidentto otheroutpatientdiagnostic 
services.We found thatthehospitalscodedtheseservicesusinggeneralrevenuecodesinsteadof the 
specificrevenuecodesrequiredwhenbilling for servicesincidentto otheroutpatientdiagnosticservices. 
As a result,thehospitalsoverchargedanestimated$518,000on claimssubmittedto AHS. 

PAYMENT LIMITATION REQillREMENTS 

The OmnibusBudgetReconciliationAct (OBRA) of 1987establishedpaymentlimitations for other 
diagnosticproceduresfurnishedby a hospitalon anoutpatientbasisafter September30, 1989. The 
paymentlimit for otherdiagnosticservicesis determinedusingprevailing chargesdevelopedby the 
Medicarecarrierfor thehospital'slocality. Aggregatepaymentsarethe lesserof the amountthatwould 
bepaidunderthe law prior to enactmentof applicableOBRA of 1987sectionsor ablendedamount 
basedin part on prevailing chargesor feescheduleamountsfor the sameservicesperformedin 
physicians'officesin the samelocality. Final paymentis baseduponthehospital'scostreport. 

TheMIM section3631(C)(1)(b)andMHM section443(C)(1)(b)further statethat thepaymentlimit for 
otherdiagnosticservicesincludesphannacy,anesthesia,andsuppliesusedin connectionwith other 
diagnosticservices.Hospitalsmaybill suchservicesaspart of the amountfor the otherdiagnostic 
procedureunderrevenuecodes46x, 471,480,481,482, 73x, 730,731,732,74x, 75x, 920,921,922,or 
924,or separately,underthe incident-to-otherdiagnosticservicesrevenuecodesfor phannacy(254), 
anesthesia(372),or supplies(622)if this facilitateshospitalaccounting.Hospitalsmaynot usegeneral 
revenuecodesfor phannacy(250),anesthesia(370),or supplies(270) for billing thoseservicesincident 
to otherdiagnosticproceduressubjectto thepaymentlimit. 
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CLAIM CODING FOR ANESTHESIA, PHARMACY AND MEDICAL SUPPLIES 

To facilitate our review of anesthesia,pharnlacyandmedicalsupplyservicesusedincidentto other 
outpatientdiagnosticservices,we employedcomputerprogramsto extractall claimscontainingsuch 
servicesfrom providersin MassachusettsandMainewhoseclaimsareprocessedby AHS. As a result, 
we determinedthat the 95hospitalssubmitted55,570claimscontainingat leastoneotheroutpatient 
diagnosticserviceplus a medicalsupplyserviceduringtheir respectiveFY 99. However,further 
refinementof the populationof claimsto includeonly thosemedicalsuppliesusedin connectionwith 
outpatientdiagnosticservicescouldnot be accomplishedwithout manualreview. Accordingly,we used 
statisticalsamplingto focuson thoseservicesthatwe intendedto be within the scopeof our review. 

.. 

. 

To identify anesth'esia,pharnlacyandmedicalsuppliesusedincidentto otheroutpatientdiagnostic 
servicesandto determinethe appropriatenessof their reimbursementcoding,we employeda multistage 
samplemethodologyby selecting8 hospitalsbasedon aprobabilityproportionalto the sizeof their 
submittedclaims in our population.We thenrandomlyselected100claimsfor eachof these8 hospitals 
for a total sampleof 800claims. 

Of the 800claims reviewed,we found 117claimscontainederrorstotaling $11,529. Specifically,we 
determinedthat $300of anesthesiasupplies,$41of pharmacysuppliesand$11,188of medicalsupplies 
wereincorrectly coded. Thehospitalscodedtheseservicesusinggeneralrevenuecodesinsteadof the 
specificrevenuecodesrequiredwhenbilling for servicesincidentto otheroutpatientdiagnosticservices. 
Officials from a majority of the hospitalsinformedus thattheywereunawareof thebilling requirements 
for outpatientother diagnosticservices.Accordingly,theydidn't establishproceduresto ensurethe 
correctcodingof claimscontainingservicesincidentto outpatientotherdiagnosticservices.As a result, 
theprovidersmay havebeenoverpaidfor theseservicesduring costreportsettlement. 

': Our populationof claimsreviewedwasnot limited to just thoseclaimsfor otheroutpatientdiagnostic 
serviceswith a high probability of error,but all claimsfor otheroutpatientdiagnosticservicescontaining 
at leastonesupplyservice. Further,without extensivemanualreview,we couldnot refine our 
populationof claimsto includeonly thosesuppliesusedin connectionwith outpatientdiagnostic 
services.As a result,therateof claimscontainingmiscodedanesthesia,pharmacyandmedicalsupplies 
usedincidentto otheroutpatientdiagnosticservicesappearsto be insignificant. 

We thereforeperfonneda risk assessmentbasedon theresultsof our sampleanddetenninedthat 
providersof cardiaccatheterizationserviceshadthegreatestrisk of miscodingservicesincidentto other 
outpatientdiagnosticservices.A review of our populationshowedthat 38 hospitalswhich rendered 
cardiaccatheterizationservicesduringtheir FY 1999submitted35,440claimsvaluedat $83,704,362for 
otheroutpatientdiagnosticservices..Furtheranalysisof our sampleresultsshowedthat of the $11,529 

foundin error,78 claimstotaling $10,402was from providersof cardiaccatheterizationservices.Of the 
78 claims,21 claimstotaling $7,457weredirectly relatedto cardiaccatheterizationserviceswhile the 
remainderwerefor variousotheroutpatientdiagnosticservices. 

Basedon our statisticalsample,we estimatethatthe amountchargedfor improperlycodedservices 
madeby hospitalsthatprovidedcardiaccatheterizationservicesandwhoseclaimswereprocessedby 
AHS is approximately$518,000. Theprecisionof this estimateat the 90 percentconfidencelevel is +/-. 
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92.14percent. Further detailsof our statisticalestimatearecontainedin APPENDIX A. The final effect 
of this miscoding cannotbe detennineduntil theproviders'costreportsaresettled. 

CONCLUSION 

We found hospitalsthat providecardiaccatheterizationservicesaccountedfor mostof themiscoded 
claims for pharnlacy,anesthesiaandsupplyservicesrenderedincidentto otheroutpatientdiagnostic 
services. Therefore,we believethatfuturecompliancerequirementsestablishedby AHS concerning 
otheroutpatientdiagnosticservicesshouldfocuson cardiaccatheterizationservicesin orderto 
economizeresourcesexpendedandmaximizeprogramreturns. We alsobelievethatproceduralor 
systemchangesarenot necessaryashospitalsarenow reimbursedon a prospectivebasis. We will work 
with AHS to identify the 38 hospitalsthatprovidedcardiaccatheterizationservices. 

RECOMMENDATION 

We recommendthat AHS requirehospitalsthatprovidecardiaccatheterizationservicesto perfonn 
compliancereviewsof FY 1999claimsto detennineif anypharmacy,anesthesiaor suppliesclaimed 
incidentto otheroutpatientdiagnosticserviceswerecodedincorrectly. If so,AHS shouldeither: 

. Requirethe hospitalto re-bill themiscodedclaimswith the correctprocedurecodesandre-open 
their FY 1999costreportfor adjustmentandcollectionof overpayment,if anyor; 

. Requirethe hospitaladjustor re-file thecurrentopencostreportto reflect the amountof 
miscodedclaims from FY 1999;or 

. Requirethe hospitalto reporttheamountof miscodedclaimsfrom FY 1999andusethat amount 
in conjunctionwith theFY 1999costreportdatato calculatethe amountof anyoverpayment. 
The hospitalwould thenberequiredto makeseparatepaymentfor the overpayment. 

AUDITEE RESPONSE 

In responseto our draft report(see recommendations.with our B), theAHS APPENDIX 
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APPENDICES 



REVIEW OF CLAIMS FOR ANESTHESIA,PHARMACY 
AND SUPPLYSERVICESUSED INCIDENT TO OTHER OUTPATIENT 

DIAGNOSTIC SERVICESPROCESSEDBY ASSOCIATEDHOSPITAL SERVICE 

APPENDIX A 

. Theclaimsin thepopulationandsampleincludedservicesotherthananesthesia,phannacyandsuppliesthatwerenot part of 
thescopeof this review. We wereunableto isolatethoseservicesrelevantto our reviewdueto technicalconsiderations. 

POPULATION 

Items: 55,570 
Dollars: $117,780,573* 

TOTAL 
ERRORSSAMPLE 

Items: 117 
Dollars: $11,529 

Items:800Claims 
Dollars: $364,990* 

PROJECTIONOF SAMPLERESULTS 

Point Estimate:$518,981 
Lower Limit: $40,793 
UpperLimit: $997,169 

CARDIAC CATH 
ERRORS 

Items:78 
Dollars: $10,402 
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May 20, 2002 

Mr. Michael J. Armstrong, Regional 
Office of the Inspector General 
Office of Audit Services 
JFK FederalBuilding' 
BostonMA 02203 

RE: A-OI-OI-OO542 

DearMr. Armstrong: 

This letter is in responseto your Apri129, 2002 correspondenceto David Crowley, Executive-
Director, AssociatedHospitalService(AHS), regardingyour "Review of Anesthesia,Pharmacy 
andSupply ServicesUsedIncidentto OtherOutpatientDiagnosticServicesProcessedby 
AsociatedHospital Service." We thankyou for theopportunityto respondto your fmdings and 

. theinclusionof our responsein yourfmalreportwhenit is issued. 

IVl~Ul~dl ~ 
Part A Intennediary 
Maine & Massachusetts 
Regional Home Health 

General 

" 

Basedon our review of theDraft Reportandour conversationswith Curt Roy of your staff, AHS 
concurswith the DIG findings. We havereceivedthe OIG datafiles containingpaid claim 
information for thirty-three(33) Massachusettsandfive (5) Maine hospitals' cardiac 
catheterizationservices. Pursuantto your recommendationsAHS will requirethat these 
hospitalsperform complianceauditsto reportthe amountof miscodedclaims andoverpayments 
for cardiaccatherizationsdonein FY 1999. AHS will alsorequirethat hospitalsreport miscoded 
claimsandoverpaymentsfor cardiaccatheterizationservicesrenderedin fiscal periodsthrough 
.theJuly 31, 2000implementationof theOutpatientProspectivePaymentSystem(OPPPS). 

We look forward to working with the OIG on this investigation,andon future projectsasthey 
arise. Shouldyou or anyoneon your staff have anyquestionsor requireassistancewith this 
review;pleasecontactme at (207) 822-7176. Onceagainwe thankyou for this opportunity to 
respondto your review findings, andto safeguardMedicareProgramTrust Funds. 

Sincerely, 

Marc A. Lesperance 
Benefit Integrity Manager 
AssociatedHospitalService(South office) 

Cc: Mark Humphreys,AHS 
. David Crowley,AHS 

MargaretFortin, AHS 
AI Harvey,AHS 

. 
2 Gannett Drive 

So. Ponlond. ME 04106-6911 

1-888-896-4997 

Fax:207-822-7926 
, 

AHS 
A:;:;O{;I,\Tt:l) HI.!:;I'ITAI. :it;kll(;t; 

1515 Hancock Streel 

Quincy, MA 02169-5280 

1-888-896-4997 

Fnx; 617-689-2602 

50 Salem SlTeet 

Lynnfield. MA 01940-2694 

1-888-896-4997 

Fax: 617-689-2850 

~
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INITIAL REPORTDISTRIBUTION 

CIN: A-OI-OI-OO542 

SCHEDULE 

. HHS Action Official Number of Copies 

;;, RogerPerez,Acting RegionalAdministrator

Centersfor MedicareandMedicaid Services- RegionI


U.S. Departmentof HealthandHumanServices

Room2325, JFK FederalBuilding

Boston,Massachusetts
02203 

HHS Audit- Liaison 

Neil Donovan,Division of Audit Liaison 
Office of CommunicationandOperationsSupport 
Centersfor MedicareandMedicaid Services 
7500SecurityBoulevard 
Room S2-24-26 
Baltimore,MD 21244-1850 

Auditee 
. 

David Crowley,Executivebirector 
AssociatedHospital Service 
2 GannettDrive 
SouthPortland,Maine 04106 

" 

Office of Audit Services- --- - ~ 

Director,Audit Planningandhnplementatlon 

Centersfor MedicareandMedicaid Services 

RegionalOffice 

Postedto OAS Website 
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