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SUBJECT: Review of TriSpan Health Services’s Payments to Community Mental
Health Centers for Partial Hospitalization Services for the Period
August 1, 2000, Through June 30, 2003 (A-06-04-00065)

Attached is an advance copy of our final report on TriSpan Health Services’s (TriSpan)
payments to community mental health centers (CMHC) for partial hospitalization
services for the period August 1, 2000, through June 30, 2003. We will issue this report
to TriSpan, a fiscal intermediary, within 5 business days. This is one of a series of
reports on Medicare partial hospitalization services provided by CMHCs.

Partial hospitalization is an intensive outpatient program of psychiatric services provided
to patients instead of inpatient psychiatric care. Under the Medicare hospital outpatient
prospective payment system, which was implemented in August 2000, CMHCs receive
per diem payments for partial hospitalization services. Medicare may make additional
payments, called outlier payments, if the cost of care is extraordinarily high in relation to
the average cost of treating comparable conditions or illnesses. :

Our objective was to determine whether TriSpan calculated Medicare outlier and per
diem payments to CMHCs in accordance with Medicare reimbursement requirements.

TriSpan did not always calculate Medicare outlier and per diem payments to CMHCs in
accordance with Medicare reimbursement requirements. In calculating outlier payments,
TriSpan: '

¢ used incorrect cost report information to compute some cost-to-charge ratios,

* incorrectly entered one cost-to-charge ratio in the outpatient provider-specific file
within the claim-processing system, and

e improperly updated some cost-to-charge ratios.

In calculating per diem payments, TriSpan assigned the wrong geographic wage inde
factor to certain CMHC:s. _ :
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These errors occurred because of weaknesses in TriSpan’s internal controls. Because
TriSpan used incorrect cost-to-charge ratios and wage index factors, it overpaid CMHCs
$7,958,659. (We identified a total overpayment of $16.2 million, of which $8.2 million
was covered in report number A-06-04-00032 on a specific CMHC.)

We recommend that TriSpan:

e recover $7,958,659 in improper outlier and per diem payments for services
rendered between August 1, 2000, and June 30, 2003;

e review claims with dates of service subsequent to our audit period to ensure that
they were paid in accordance with Medicare reimbursement requirements and
make any necessary financial adjustments; and

e implement internal controls to ensure that future outlier and per diem payments
are calculated with the correct cost-to-charge ratio, effective date, and wage index
factor.

In its comments on our draft report, TriSpan disagreed in part that it made errors when it
initially established CMHC payments. TriSpan also disagreed with the causes that we
identified and with our first and last recommendations. However, TriSpan agreed that it
had assigned the wrong geographic wage index factor and that it had not updated cost-to-
charge ratios in accordance with Centers for Medicare & Medicaid Services guidance.
TriSpan did not fully address the second recommendation to review all claims subsequent
to our audit period because TriSpan stated that it was limited to reviewing and adjusting
the claims available on the system.

TriSpan’s comments did not provide any additional information that would lead us to
change the findings, causes, or recommendations included in the draft report.

If you have any questions or comments about this report, please do not hesitate to call
me, or your staff may contact George M. Reeb, Assistant Inspector General for the
Centers for Medicare & Medicaid Audits, at (410) 786-7104 or through e-mail at
George.Reeb@oig.hhs.gov or Gordon L. Sato, Regional Inspector General for Audit
Services, Region VI, at (214) 767-8414 or through e-mail at Gordon.Sato@oig.hhs.gov.
Please refer to report number A-06-04-00065.

Attachment
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Report Number: A-06-04-00065

Mr. William V. Morris III

Vice President, Government Programs
TriSpan Health Services

Medicare Part A Intermediary

1064 Flynt Drive '

Flowood, Mississippi 39232-9570

Dear Mr. Morris:

Enclosed are two copies of the U.S. Department of Health and Human Services (HHS), Office of
Inspector General (OIG) final report entitled “Review of TriSpan Health Services’s Payments to
Community Mentdl Health Centers for Partial Hospitalization Services for the Period August 1,
2000, Through June 30, 2003.” A copy of this report will be forwarded to the HHS action
official noted on the following page for review and any action deemed necessary.

The HHS action official will make final determination as to actions taken on all matters reported.
We request that you respond to the HHS action official within 30 days from the date of this
letter. Your response should present any comments or additional information that you believe
may have a bearing on the final determination.

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. § 552, as

amended by Public Law 104-231, OIG reports issued to the Department’s grantees and

contractors are made available to the public to the extent the information is not subject to
_exemptions in the Act that the Department chooses to exercise (see 45 CFR part 5).

Please refer to report number A-06-04-00065 in all correspondence.

Sincerely yours,
Hordion Ay

Gordon L. Sato
Regional Inspector General
for Audit Services

Enclosures
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Direct Reply to HHS Action Official:

Mr. Roger Perez

Regional Administrator (Acting)

Centers for Medicare & Medicaid Services, Region IV
Atlanta Federal Center

61 Forsyth Street SW., Suite 4T20

Atlanta, Georgia 30303-8909
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The mission of the Office of Inspector General (O1G), as mandated by Public Law 95-452, as
amended, is to protect the integrity of the Department of Health and Human Services (HHS)
programs, as well as the health and welfare of beneficiaries served by those programs. This
statutory mission is carried out through a nationwide network of audits, investigations, and
inspections conducted by the following operating components:

Office of Audit Services

The Office of Audit Services (OAS) provides all auditing services for HHS, either by conducting
audits with its own audit resources or by overseeing audit work done by others. Audits examine
the performance of HHS programs and/or its grantees and contractors in carrying out their
respective responsibilities and are intended to provide independent assessments of HHS programs
and operations. These assessments help reduce waste, abuse, and mismanagement and promote
economy and efficiency throughout HHS.

Office of Evaluation and Inspections

The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS,
Congress, and the public with timely, useful, and reliable information on significant issues.
Specifically, these evaluations focus on preventing fraud, waste, or abuse and promoting
economy, efficiency, and effectiveness in departmental programs. To promote impact, the
reports also present practical recommendations for improving program operations.

Office of Investigations

The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of
allegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment
by providers. The investigative efforts of Ol lead to criminal convictions, administrative
sanctions, or civil monetary penalties.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG,
rendering advice and opinions on HHS programs and operations and providing all legal support
in OIG’s internal operations. OCIG imposes program exclusions and civil monetary penalties on
health care providers and litigates those actions within HHS. OCIG also represents OIG in the
global settlement of cases arising under the Civil False Claims Act, develops and monitors
corporate integrity agreements, develops compliance program guidances, renders advisory
opinions on OIG sanctions to the health care community, and issues fraud alerts and other
industry guidance.




Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov

In accordance with the principles of the Freedom of Information Act (5 U.S.C. 552,
as amended by Public Law 104-231), Office of Inspector General, Office of Audit
Services reports are made available to members of the public to the extent the
information is not subject to exemptions in the act. (See 45 CFR part 5.)

OAS FINDINGS AND OPINIONS

The designation of financial or management practices as questionable or a
recommendation for the disallowance of costs incurred or claimed, as well as other
conclusions and recommendations in this report, represent the findings and opinions
of the HHS/OIG/OAS. Authorized officials of the HHS divisions will make final

determination on these matters.
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EXECUTIVE SUMMARY
BACKGROUND

Partial hospitalization is an intensive outpatient program of psychiatric services that community
mental health centers (CMHC) or hospitals may provide to patients in lieu of inpatient
psychiatric care. Under the Medicare hospital outpatient prospective payment system, which
was implemented in August 2000, providers receive per diem payments for partial
hospitalization services. Medicare may make additional payments, called outlier payments, if
the cost of care is extraordinarily high in relation to the average cost of treating comparable
conditions or illnesses.

In calendar year 2001, CMHCs nationwide received approximately $48 million in outlier
payments for partial hospitalization services, whereas hospitals received only $9,000. Of the
Nation’s 125 CMHCs, 20 received approximately two-thirds of all outlier payments made to
partial hospitalization providers.

We conducted this audit because the Centers for Medicare & Medicaid Services (CMS) raised
concerns about excessive Medicare outlier payments to CMHCs. This review is part of a series
of audits of payments to CMHCs.

OBJECTIVE

Our objective was to determine whether a fiscal intermediary, TriSpan Health Services
(TriSpan), calculated Medicare outlier and per diem payments to CMHCs in accordance with
Medicare reimbursement requirements.

SUMMARY OF FINDINGS

TriSpan did not always calculate Medicare outlier and per diem payments to CMHCs in
accordance with Medicare reimbursement requirements. In calculating outlier payments,
TriSpan:

e used incorrect cost report information to compute some cost-to-charge ratios,

e incorrectly entered one cost-to-charge ratio in the outpatient provider-specific file within
the claim-processing system, and

e improperly updated some cost-to-charge ratios.

In calculating per diem payments, TriSpan assigned the wrong geographic wage index factor to
certain CMHCs.



These errors occurred because of weaknesses in TriSpan’s internal controls. Because TriSpan
used incorrect cost-to-charge ratios and wage index factors, it overpaid CMHCs $7,958,659 for
services between August 1, 2000, and June 30, 2003.

RECOMMENDATIONS

We recommend that TriSpan:

e recover $7,958,659 in improper outlier and per diem payments for services rendered
between August 1, 2000, and June 30, 2003;

e review claims with dates of service subsequent to our audit period to ensure that they
were paid in accordance with Medicare reimbursement requirements and make any
necessary financial adjustments; and

e implement internal controls to ensure that future outlier and per diem payments are
calculated with the correct cost-to-charge ratio, effective date, and wage index factor.

TRISPAN COMMENTS

In its comments on our draft report, TriSpan disagreed in part that it made errors when it initially
established CMHC payments. TriSpan also disagreed with the causes that we identified and with
our first and last recommendations. However, TriSpan agreed that it had assigned the wrong
geographic wage index factor and that it had not updated cost-to-charge ratios in accordance with
CMS guidance. TriSpan did not fully address the second recommendation to review all claims
subsequent to our audit period because TriSpan stated that it was limited to reviewing and
adjusting the claims available on the system.

TriSpan’s comments are included in their entirety as the Appendix.
OFFICE OF INSPECTOR GENERAL RESPONSE

TriSpan’s comments did not provide any additional information that would lead us to change the
findings, causes, or recommendations included in the draft report.

"We identified a total overpayment of $16.2 million. Because we covered $8.2 million of the total in another report
(A-06-04-00032) on a specific CMHC, this report discusses overpayments for all other CMHCs in TriSpan’s service
area.
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INTRODUCTION
BACKGROUND

We conducted this audit because the Centers for Medicare & Medicaid Services (CMS) raised
concerns about excessive Medicare outlier payments to community mental health centers
(CMHC). This review is part of a series of audits of payments to CMHCs.

Partial Hospitalization Program

Pursuant to section 1861(ff) of the Social Security Act, partial hospitalization is an intensive
outpatient program of psychiatric services that CMHCs or hospitals may provide to individuals
in lieu of inpatient psychiatric care. The program is designed to provide individuals who have
mental health conditions with an individualized, coordinated, comprehensive, and
multidisciplinary treatment involving nurses, psychiatrists, psychologists, and social workers.

Pursuant to the Balanced Budget Act of 1997, Medicare pays for partial hospitalization services
as part of the hospital outpatient prospective payment system (PPS), which was implemented in
August 2000. Under the PPS, Medicare makes per diem payments to partial hospitalization
providers. Medicare may make additional payments, called outlier payments, if the cost of care
is extraordinarily high in relation to the average cost of treating comparable conditions or
illnesses.

Medicare makes outlier payments when the provider’s charges for the services, adjusted to cost,
exceed a threshold amount that CMS establishes. Effective August 2000, CMS established the
threshold amount at 2.5 times the per diem payment. Effective April 2002, CMS increased the
threshold to 3.5 times the per diem payment and decreased it to 2.75 times the per diem payment
effective January 2003. A change in the per diem amount will affect the threshold amount and,
in turn, the outlier payment.

In calendar year 2001, CMHCs nationwide received approximately $48 million in outlier
payments for partial hospitalization services, whereas hospitals received only $9,000. Of the
Nation’s 125 CMHCs, 20 received approximately two-thirds of all outlier payments made to
partial hospitalization providers.

Cost-to-Charge Ratios

Medicare claims contain data on patient charges. To determine whether a claim qualifies for an
outlier payment, Medicare fiscal intermediaries must convert billed charges to estimated costs
using a cost-to-charge ratio. The use of a properly computed, provider-specific cost-to-charge
ratio is essential to ensure that Medicare makes outlier payments only for cases that have
extraordinarily high costs, not merely high charges. Intermediaries should calculate these ratios
by dividing total patient-related costs by total charges as shown on the providers’ Medicare cost
reports.



Intermediary Responsibilities

CMS contracts with fiscal intermediaries for assistance in administering the partial
hospitalization program, including:

e processing and paying claims from CMHCs,

e calculating initial cost-to-charge ratios based on fiscal year (FY) 1997 Medicare cost
reports,

e computing outlier payment amounts,

e updating cost-to-charge ratios based on the most recent cost reports available,

e conducting audits of CMHCs’ cost reports, and

e reviewing claims for medical necessity and reasonableness of services.
Tentative and Final Settlements of Medicare Cost Reports

Each CMHC is required to file a Medicare cost report each year. After accepting the cost report,
the fiscal intermediary performs a tentative settlement to ensure that providers are reimbursed
expeditiously. The intermediary may perform a detailed audit after the tentative settlement. If
the intermediary does not perform a detailed audit, the intermediary determines final settlement
by performing a limited desk audit. After auditing the cost report, the intermediary issues a
notice of program reimbursement. As the final settlement document, this notice shows whether
payment is owed to the provider or the Medicare program.

Steps To Address High Outlier Payments

In January 2003, to address its concerns about excessive outlier payments to CMHCs, CMS
instructed fiscal intermediaries to update cost-to-charge ratios beginning April 30, 2003. The
updates are to reflect cost and charge information from more recent cost reports. Each revised
cost-to-charge ratio must be entered in the outpatient provider-specific file no later than 30 days
after the date of the most recent tentative or final cost report settlement used in calculating the
ratio.

TriSpan Health Services
Blue Cross and Blue Shield of Mississippi, doing business as TriSpan Health Services (TriSpan),
is a CMS-contracted Part A fiscal intermediary located in Jackson, Mississippi. TriSpan’s Part A

provider service area includes Louisiana, Mississippi, and Missouri.

TriSpan paid the 39 CMHCs in its service area approximately $96.5 million for partial
hospitalization services rendered from the inception of the outpatient PPS in August 2000



through June 2003. Of these payments, $57.9 million (approximately 60 percent) represented
outlier payments.

OBJECTIVE, SCOPE, AND METHODOLOGY
Objective

Our objective was to determine whether TriSpan calculated Medicare outlier and per diem
payments to CMHCs in accordance with Medicare reimbursement requirements.

Scope

Our audit covered the $43.3 million in outlier payments that TriSpan made to 38 CMHCs for
services rendered between August 1, 2000, and June 30, 2003.* We reviewed the elements of
the outlier payment calculation, which included the per diem payment calculation. During that
analysis, we noted an error in the per diem calculation; therefore, we expanded our scope to
include almost $34.8 million in per diem payments to CMHCs for the same period.

We did not review TriSpan’s overall internal control structure. As part of our limited tests of
internal controls, we reviewed TriSpan’s processes for accepting cost reports, processing claims,
auditing cost reports, and establishing and revising cost-to-charge ratios.

We performed fieldwork at TriSpan in Jackson, Mississippi.
Methodology

We reviewed the Balanced Budget Act of 1997, the Balanced Budget Refinement Act of 1999,
the Code of Federal Regulations, the Federal Register, program memorandums, and Medicare
manuals as they pertained to outlier and per diem payments for partial hospitalization services.
We also interviewed TriSpan and CMS officials.

We analyzed the elements used to calculate outlier payments, such as the cost-to-charge ratio
structure and the timing of updates, and we reviewed the policies and procedures that TriSpan
used to establish and update cost-to-charge ratios.

From TriSpan, we obtained (1) worksheets from cost reports for the FY's that ended between
1997 and 2002, (2) documentation detailing cost-to-charge ratio calculations, and (3) information
from the online system that identified the cost-to-charge ratio effective dates and geographic
wage index factors. We identified the cost reports that TriSpan used to establish cost-to-charge
ratios.

We extracted detailed claim information from CMS’s Standard Analytical File using the Data
Extract System for partial hospitalization claims from August 1, 2000, to June 30, 2003.

The payments covered in this report do not include those to one CMHC that we covered in “Review of TriSpan
Health Services’s Payments to Synergy Behavioral Health for Partial Hospitalization Services for the Period
August 1, 2000, Through June 30, 2003” (A-06-04-00032).



For each claim, we independently recomputed the outlier and per diem payments from data in the
Standard Analytical File. Therefore, we considered the net effect of all errors in computing the
overpayment and did not rely on a statistical projection. We shared our results with TriSpan.

We conducted our review in accordance with generally accepted government auditing standards.
FINDINGS AND RECOMMENDATIONS

TriSpan did not always calculate Medicare outlier and per diem payments to CMHCs in
accordance with Medicare reimbursement requirements. In calculating outlier payments,
TriSpan:

e used incorrect cost report information to compute some cost-to-charge ratios,

e incorrectly entered one cost-to-charge ratio in the outpatient provider-specific file within
the claim-processing system, and

e improperly updated some cost-to-charge ratios.

In calculating per diem payments, TriSpan assigned the wrong geographic wage index factor to
certain CMHCs.

These errors occurred because of weaknesses in TriSpan’s internal controls. Because TriSpan
used incorrect cost-to-charge ratios and wage index factors, it overpaid CMHCs $7,958,659.

FEDERAL REQUIREMENTS
Establishing Cost-to-Charge Ratios

On September 8, 2000, CMS issued to fiscal intermediaries Program Memorandum A-00-63
(effective August 1, 2000) on how to compute outpatient PPS outlier payments. The
memorandum required intermediaries to use FY 1997 cost reports to calculate a cost-to-charge
ratio for each CMHC. However, for CMHCs that did not have 1997 cost reports, CMS required
intermediaries to use the most recent cost report available. For CMHCs that did not have a full-
year cost report available, CMS required intermediaries to use the statewide cost-to-charge ratio
currently in effect.

CMS Program Memorandum A-00-63 also requires fiscal intermediaries to use provider-specific
cost-to-charge ratios to convert providers’ billed charges to costs when calculating outlier
payments. As part of the computations, fiscal intermediaries compare converted cost figures
with a prescribed threshold. Costs that are above that threshold qualify for outlier payments.
CMS Program Memorandum A-00-63 states that the cost-to-charge ratio can be computed using

*We identified a total overpayment of $16.2 million. Because we covered $8.2 million of the total in another report
(A-06-04-00032) on a specific CMHC, this report discusses overpayments for all other CMHCs in TriSpan’s service
area.



Form 2088-92, worksheet C, page 2. Specifically, fiscal intermediaries are to calculate the cost-
to-charge ratio by dividing costs from line 39.01, column 3, by charges from line 39.02,

column 3. Worksheet instructions indicate that line 22 on worksheet D should contain a figure
identical to that on line 39.02, worksheet C.

The outpatient provider-specific file within the claim-processing system contains the
information, including the cost-to-charge ratio, effective date, and geographic wage index factor,
that the pricing software needs to calculate outlier and per diem payments. Program
Memorandum A-00-36 and the “Medicare Claims Processing Manual” (CMS Publication
100-04), section 50.1, explain how the outpatient provider-specific file must be updated. Section
50.1 provides:

Fls [fiscal intermediaries] must maintain the accuracy of the data, and update the file as
changes occur in data element values . . . . An update is accomplished by preparing and
adding an additional complete record showing new current values and the effective date
of the change. The old record is retained without change.

Adjusting Payments To Reflect Geographic Wage Variations

Section 4523 of the Balanced Budget Act of 1997 requires per diem and outlier payments to be
adjusted to reflect geographic differences in labor-related costs. Each year CMS publishes
geographic wage index factors in the Federal Register.

Updating Cost-to-Charge Ratios

On January 17, 2003, CMS issued Program Memorandum A-03-004 to address its concerns
about excessive outlier payments to CMHCs. CMS instructed fiscal intermediaries to update
cost-to-charge ratios by April 30, 2003, and each time a more recent cost report becomes
available. Program Memorandum A-03-004 states that cost-to-charge ratios may be revised
more often if an intermediary believes that a change in a provider’s operations materially affects
its costs or charges. Each revised cost-to-charge ratio must be entered in the outpatient provider-
specific file no later than 30 days after the date of the most recent tentative or final cost report
settlement.

Authority To Retroactively Adjust Outlier Payments

The “Medicare Financial Management Manual,” Chapter 3, section 90.1, states that providers
remain liable for overpayments due to clerical or mathematical errors by the fiscal intermediary
or by the provider in calculating reimbursement or charges. For payments under a PPS, Federal
courts have upheld CMS’s policy of not revisiting those payments when there have been errors
in the calculation of wage indexes, outlier thresholds, or other estimates on which national or
regional PPS rates and adjustments depend. By contrast, overpayments to particular providers
that result from clerical or mathematical errors by the intermediary or the provider do not affect
national or regional PPS payments or adjustments and therefore are not governed by these
decisions.

*Worksheet C is entitled “Apportionment of Patient Service Costs.”



IMPROPER CALCULATION OF OUTLIER PAYMENTS

When calculating outlier payments under the outpatient PPS, TriSpan made several errors. For
some CMHCs, TriSpan made multiple errors.

On August 1, 2000, TriSpan initially assigned all CMHCs the statewide cost-to-charge ratio.
After CMS issued Program Memorandum A-00-63 in September 2000, TriSpan began
calculating provider-specific cost-to-charge ratios. However, TriSpan’s calculation of these
ratios did not fully comply with Medicare reimbursement requirements.

TriSpan Used Incorrect Cost Report Information
To Compute Cost-to-Charge Ratios

TriSpan did not follow CMS guidance (Program Memorandum A-00-63) on using cost reports to
compute provider-specific cost-to-charge ratios. Specifically:

e For 10 CMHCs, TriSpan used partial-year cost reports, rather than the required latest full-
year cost reports, to calculate provider-specific cost-to-charge ratios. For 1 of the 10
CMHCs, TriSpan later recalculated the cost-to-charge ratio based on the latest full-year
cost report.

e For four CMHCs, TriSpan recognized that the FY 1997 cost reports were partial-year
cost reports but still did not use the latest full-year cost reports, which in most cases were
from FY 1999. Instead, TriSpan used FY 1998 full-year cost reports.

e For two CMHCs, TriSpan used figures that the CMHCs had inaccurately reported on
worksheet D of their cost reports to calculate cost-to-charge ratios.

TriSpan overpaid CMHCs $7,613,073 because it used incorrect cost report information to
calculate initial cost-to-charge ratios.

TriSpan Incorrectly Entered One Cost-to-Charge Ratio
in the Outpatient Provider-Specific File

For one CMHC, TriSpan incorrectly entered the cost-to-charge ratio in the outpatient provider-
specific file within the claim-processing system. As of August 1, 2000, when TriSpan assigned
the statewide cost-to-charge ratio, the CMHC had not submitted its first full-year cost report. In
January 2001, TriSpan erroneously used a partial-year cost report to establish the CMHC’s
provider-specific ratio. Pursuant to Program Memorandum A-00-63, TriSpan should have left
the CMHC’s cost-to-charge ratio at the statewide rate until September 2002, when it received the
provider’s first full-year cost report.

When TriSpan entered the revised cost-to-charge ratio based on the partial-year cost report, it did
not change the corresponding effective date in the outpatient provider-specific file. TriSpan
should have added an additional complete record showing the new cost-to-charge ratio and the



January 2001 effective date of the change. Instead, TriSpan updated only the cost-to-charge ratio
and left the effective date as August 1, 2000.

TriSpan overpaid the CMHC $20,330 by not entering a complete record, including the effective
date of the change.

TriSpan Improperly Updated Cost-to-Charge Ratios

TriSpan did not update the cost-to-charge ratios for six CHMCs in accordance with CMS
guidelines (Program Memorandum A-03-004). Specifically:

e TriSpan did not update the cost-to-charge ratios for two CMHCs within the required
30 days after the cost reports were tentatively settled. TriSpan updated the ratios for
these CMHCs 269 days and 6 days late, respectively.

e TriSpan did not revise the cost-to-charge ratios for four CMHCs based on the most recent
tentative or final cost reports available.

As a result, TriSpan overpaid CMHCs $55,474. During our audit, TriSpan stated that it
implemented a tracking system in April 2005 to help monitor when cost reports are settled and
when cost-to-charge ratios are updated.

IMPROPER CALCULATION OF PER DIEM PAYMENTS

Beginning August 1, 2000, TriSpan assigned the wrong geographic wage index factor to five
CMHCs. Using the wrong wage index factor affects the per diem rate regardless of whether a
particular claim also qualifies for an outlier payment. By using the wrong wage index factors,
TriSpan overpaid two CMHCs $269,782 in per diem payments. For two other CMHCs, there
was no impact because these CMHCs did not submit any claims after August 2000. For the
remaining CMHC, the wage index error incorrectly increased per diem payments by $114.
During our audit, TriSpan stated that it had revised its procedures and was working with its
claims department to adjust the claims.

INADEQUATE INTERNAL CONTROLS

TriSpan’s internal controls did not prevent or detect the improper payments that we noted.
TriSpan’s “Provider Reimbursement Operation Procedure Manual” established policies and
procedures to calculate and update CMHCs’ cost-to-charge ratios. However, TriSpan did not
review past ratio calculations for accuracy or monitor outlier payments after implementing these
policies and procedures.

TriSpan incorrectly used worksheet D rather than worksheet C of the cost report to calculate two
CMHCs’ cost-to-charge ratios because the cost-reporting instructions in the “Medicare Provider
Reimbursement Manual,” part 11, stated that the costs on worksheet C should flow directly to

worksheet D. Therefore, TriSpan believed that the costs would be the same on both worksheets.



Additionally, TriSpan interpreted “latest” full-year cost report to mean the next full-year cost
report available after FY 1997.

TriSpan interpreted the “effective date” of the calculation to be the effective date of CMS
Program Memorandum A-00-63, which was August 1, 2000. Therefore, even if TriSpan had
entered a new and complete record, TriSpan still would have entered the cost-to-charge ratio’s
effective date as August 1, 2000, rather than the date TriSpan computed the provider-specific
cost-to-charge ratio. Furthermore, according to TriSpan, Program Memorandum A-00-63 did
not require that the provider’s first full-year cost report be submitted by August 2000 to use a
provider-specific ratio rather than the statewide cost-to-charge ratio.

The “Medicare Intermediary Manual” (CMS Publication 13-2), section 2901.3, requires fiscal
intermediaries to ensure that Medicare pays neither more nor less than what is appropriate and to
implement proper Medicare reimbursement policy. If TriSpan had more carefully reviewed the
cost-to-charge ratio and per diem computations and followed CMS’s guidance requiring a new,
complete record when updating cost-to-charge ratios, it would have prevented the payment
errors. Moreover, given the amount of outlier payments relative to total payments to CMHCs,
we believe that more active monitoring of the outlier payment process by TriSpan would have
detected the outlier errors. However, TriSpan officials thought that the program safeguard
contractor was responsible for monitoring outlier payments.

OVERPAYMENTS

Because TriSpan used incorrect cost-to-charge ratios and wage index factors, it overpaid
CMHCs $7,958,659 for partial hospitalization claims with dates of service from August 1, 2000,
through June 30, 2003.*

RECOMMENDATIONS

We recommend that TriSpan:

e recover $7,958,659 in improper outlier and per diem payments for services rendered
between August 1, 2000, and June 30, 2003;

e review claims with dates of service subsequent to our audit period to ensure that they
were paid in accordance with Medicare reimbursement requirements and make any
necessary financial adjustments; and

e implement internal controls to ensure that future outlier and per diem payments are
calculated with the correct cost-to-charge ratio, effective date, and wage index factor.

“See footnote 2 on page 4.



TRISPAN COMMENTS AND OFFICE OF
INSPECTOR GENERAL RESPONSE

TriSpan’s written comments on our draft report are included in their entirety as the Appendix. In
summary, TriSpan disagreed in part that it made errors when it initially established CMHC
payments. TriSpan also disagreed with the causes that we identified and with our first and last
recommendations. However, TriSpan agreed that it had not used the latest full-year cost reports
for four CMHCs, had assigned the wrong geographic wage index factors, and had not updated
cost-to-charge ratios in accordance with CMS guidance. TriSpan did not fully address the
second recommendation to review all claims subsequent to our audit period because TriSpan
stated that it was limited to reviewing and adjusting the claims available on the Fiscal
Intermediary Standard System.

TriSpan’s comments did not provide any additional information that would lead us to change the
findings, causes, or recommendations included in the draft report.

Use of Partial-Year Cost Reports
TriSpan Comments

With respect to our finding that TriSpan used partial-year cost reports to calculate cost-to-charge
ratios for 10 CMHCs, TriSpan disagreed in the case of 4 CMHCs. TriSpan asserted that the cost
reports for the four CMHC:s reflected full fiscal periods.

Office of Inspector General Response

The 10 CMHCs in our finding did not include 1 of the 4 CMHCs that TriSpan referenced. For
the three other CMHCs, we are not disputing that the providers’ cost reports, as presented to the
fiscal intermediary, covered a full “fiscal period” because the beginning and ending dates on the
cost reports reflect a full year. However, according to the “Provider Reimbursement Manual,”
Part 2, Chapter 1, section 102, if a provider’s effective date of participation in the Medicare
program is not until sometime after the start of the fiscal year, the cost report is still considered a
“short period,” or partial-year, cost report. This is consistent with the observation that, for
Medicare purposes, the costs presented in the reports reflected only a partial year because the
three CMHCs began participating in Medicare after the start of the year. Therefore, we still
believe that TriSpan computed their cost-to-charge ratios incorrectly.

Use of Inaccurate Cost Report Figures

TriSpan Comments

TriSpan agreed that it had used worksheet D instead of worksheet C to compute the cost-to-
charge ratios for two CMHCs. However, TriSpan disagreed that its calculation was improper.

TriSpan stated that worksheet D should be acceptable because the charges should flow directly
from worksheet C to worksheet D and because CMS’s guidance at the time did not require the



use of worksheet C. TriSpan also stated that because the charges on the providers’ cost reports
were different on the two worksheets, the providers did not correctly complete the cost reports.

Office of Inspector General Response

We agree that charges should flow directly from worksheet C to worksheet D. Therefore,
according to worksheet instructions, the figures on the two worksheets should have been
identical. However, because of an error in the completion of worksheet D by the CMHCs, the
figures were different. TriSpan should have verified that the Medicare charges on the two
worksheets were the same. Had TriSpan done so, it would have noticed the discrepancy and
could have followed up with the CMHCs to determine the reason for the discrepancy. TriSpan
thus could have avoided paying millions of dollars in error.

Incorrectly Entered Provider-Specific Ratio
TriSpan Comments

TriSpan disagreed that the use of August 1, 2000, as the effective date of one cost-to-charge ratio
was incorrect. TriSpan asserted that it correctly used August 1, 2000, because Change Request
1310 stated that changes were effective then.

Office of Inspector General Response

Program Memorandum A-00-36 (issued on June 1, 2000) and the “Medicare Claims Processing
Manual,” section 50.1, support our position that “effective date of the change” refers to the date
of a change in the data element, not the effective date of Change Request 1310.

Inadequate Internal Controls
TriSpan Comments

TriSpan disagreed that it did not have adequate internal controls in place. TriSpan stated that it
may have had some initial weaknesses in its procedural steps until it finalized and documented
the approved policies and procedures for calculating cost-to-charge ratios. However, TriSpan
stated that it did have internal controls in place based on the CMS guidance at that time.
Additionally, TriSpan explained that with the implementation of any new payment system or
policies, it takes time to fully develop procedures and quality assurance checks. TriSpan stated
that it had recognized areas needing improvement and detailed several enhancements it had
made.

Office of Inspector General Response
We acknowledge that TriSpan has enhanced its internal control procedures. However, during

our audit, TriSpan’s controls did have weaknesses. TriSpan’s comments confirm that procedures
were not fully in place when TriSpan calculated Medicare outlier and per diem payments.
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Recovery of Overpayments
TriSpan Comments

TriSpan stated that CMS precluded it from making any adjustments to recover outlier payments.
TriSpan recommended that we work directly with the providers to collect the payments.

Office of Inspector General Response

We do not have authority to collect payments directly from a provider. Furthermore, the
“Medicare Financial Management Manual,” Chapter 3, section 90.1, states that providers are
liable if they receive an overpayment as a result of the fiscal intermediary’s mathematical or
clerical error in calculating reimbursement. We have added language to the report clarifying that
retroactively adjusting outlier payments does not conflict with CMS’s prospective-only policy
with respect to PPS payments. Therefore, we continue to recommend that TriSpan recover the
overpayments.
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February 17, 2006

Mr. Gordon L. Sato

Fegional Inspector General for Audit Services
Office of Inspector General

Office of Audit Services

1104 Commerce, Room 632

Dallas, TX 75242

Subject: Report Number A-06-04-000535
Beesponse to Draft Findings of the Review of TriSpan Health Services” Payments
to Commmumity hMental Health Centers (CMHCs) for Partial Hospitalization
Services for the Peniod August 1, 2000, Through June 30, 2003

Dear Mr. Sato:

We have reviewed the draft findings and recommendations based on your review of TriSpan’s
pavments to CMHCs for the pertod of August 1, 2000, through June 30, 2003, We previcusly
responded to draft findings. but have not recerved a formal response. Therefore, we recommend
that open 1ssues be resclved prior to isswing a final report. The open issues are summarized as
follows:

s [Te arve precluded by CMS from making any adinstmenis for the purpose off
recovering outlier payments. We recommend that OIG work directly with the
provider to collect the payments made to the CWHCs for cutlier payments. Since
we are not uthonized to comrect outhier payments. we ask thar this recommendation
be removed from the final report.

s [Tz disagres thar partial year cost repoves wers used to compuis the cosr-to-chavge
ratios (CCRs) for 10 CMHC: identified in the report

s [Te disagree thar the use of Worksheet I fnstead of Worksheet C fo calculate the
casi-to-charge ratio for several CMHCs was incovrect because CMS” instructions
ar the fime did not requive the use of Worksheet C. The charges should flow
directly from Worksheet C to Worksheet D; however, the provider did not
correctly complete their cost report. The final report should reflect this 1ssue as a
provider error in completion of their cost report.

TR e R S A O
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o Ve disagree that the use of August I, 2000, as the effective date iz incorrect. CMS

has indicated that our use of Angust 1, 2000, 15 correct. This i3 defimtely not an
error and should be removed from the final report.

We dizagree that we did not have adeguate inrernal confrols in place and our
interpretation of the instructions were incorrect. We agree that some wealmesses
in the review process resulted in the use of an incorrect wage index. Errors also
occured because of the provider's emor in completing their cost report; however,
we have internal controls in place that have contimed to be refined as CMS has
1ssued additional imstmictions.

The following are our detailed responses and comuments to the findings and recommendations
udentified in the draft report:

Finding 1:

Response:

TriSpan did not always caleulate Medicare outlier and per diem payments to
CKHCs in accordance with Medicare reimbursement requirements. When
TriSpan initially established CMHC payvments under the OFPS.

A, TriSpan used the wrong cost report information to calculate cost-to-charge
ratios (CCRs).

®  For 10 CMHCsz, Trispan used partial cost-reporting periods, rather than the
reguired latest full-vear cost reports, to caleulate CCEs. For two of the
CMHCs, TriSpan later recalenlated the CCEs based on mere recent cost
report; however, in one case, the recaleulation still used meorreet
mformation.

»  For four CMHCs, TriSpan recogmized that the FY 1997 cost reports were
partial-year cost reports but still did not use the latest full year cost reports,
which in most cases were from FY 1999, Instead, TriSpan used FY 1993

Cost reports.

®  For two CMHCs, TriSpan used worksheet D from the cost reports, instead
of worksheet C, to caleulate CCRs.

We disagree that Trispan did net calenlate Medicare outher payments in accordance
with Medicare reimbursement requirements. We disagres that partial year cost
reports were used for 4 of the 10 cost reports. The fiscal peried on the 4 reports
reflected a fll fiscal pericd.



Mr. Gordon L. Sato

Page 3

February 17, 2006

APPENDIX
Page 30f 11

We agree that for 4 CMHCs, we used the 1998 cost report to compute the initial
CCER in the absence of the 1997, based on the interpratation of “the latest full year
cost report i the absence of the 1997 cost report.” Under current policy
instmictions, we are updating the ratios based on the latest tentatively settled or
andited cost report. The table below reflects the difference in the ratios.

Full Year Cost
Provider Cost Report Used Beport Difference
MNumber
19-4520 A04 1.043 141
194523 B33 1.038 185
19-45643 424 715 291
19-4647 201 890 089

We agree we used Worksheet D to compute the ratios for 2 CMHCs; however, we
disagree that the use of Worksheet D instead of Workshest C, to calculate the
CCRs were improper becanse CMS instructions did not require the use of
Worksheet C only. The instructions in Change Feguest 1310 did not state that we
mmst use Worksheet C to calculate the CCE.; instead, these instructions state “the
caleulation can be made using Form CMS 2083-92, Worksheet C, page 2.7

Furthermera, based on the cost reporting instructions in the Medicare Provider
Beimbursement Mamual Part IT, the costs on Worksheet C should flow divectly to
Worksheet D. The cost reporting instructions state that CMHCs are ©. . . to enter in
the applicable column the cost of services provided from Worksheet C column &,
Line 39 on Colunn D Line 1. Therefore, our position is that Worksheet D should
be an acceptable worksheet.

The charges on the cost reports as submutted by the providers were differant on
Worksheet C versus Worksheet D. Thus, the providers did not comrectly complete
their Medicare cost report. Determination of actual charges and related rework of
the MMedicare cost report 1s a part of the provider’s final settlement process that
occurs at a later date. We agree that by utilizing the charges on Worksheet D
instead of C, we computed different CCRs, but we contend that our calenlation of
outlier payments was in accordance with Medicare reguirements.
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Response:

Response:

B. TriSpan did not comectly enter the provider specific-cost-to-charge ratios in
the outpatisnt provider-specific file, for one CMHC TriSpan did not properly
enter the CCE in the outpatient provider specific file and used a partial year
cost report. and,

We agree that we usad a cost report with the reporting peried of /3002000 1o
caleulate the CCE for one CMHC. Prior to the cost repert being submutted the
provider was paid using the statewide average and later updated based on the
instmctions in Change Request 1310, The CMHC submutted a cost report for the
year ending 9/30/2000 on January 4, 2002; however, because of the nationwide cost
reporting problems and the extension on filing cost reports, we were unable to
accept the cost report under the normal acceptability process. This cost report was
nsed to establish the CCTR for the year ending 09/30/2000. The full year cost report
was accepted on July 22, 2002.

However, we disagree that we incomrectly entered the effective date on the
outpatient provider specific file (OPSF). Change Eequest 1310, dated

September 8, 2000, provides mstructions for calculating the CCRs and states the
changes are effective August 1, 2000, Therefore, entries we made into the OPSE
had an effective date of Angust 1, 2000. Furthermore, Changs Fequest 1310 did
not spectfy that the first full vear cost report had to be submitted by August 2000
for the crniginal update to pay claims under OPPS. We received guidance from a
CMS representative who stated, “August 1, 2000 was an appropriate date ™
Additienal mstructions for caleulating provider specific CCRs were 1ssued in
Change Fequest 2197, dated January 17, 2003. After receipt of Change Bequest
2197, we made changes to our procedures to mcorporate the new requirements
from CMS. We began computing the CCEs based on the latest tentatively setiled
or final settled full year cost reporting pericd. We made the CCR. effective based
on the date 1t was entered in the OPSF. Prior to issuance of Change Request 2197,
however, we appropriately entered Angust 1, 2000, as the effective date for CCRs,
based on CM3" mstructions.

C. TriSpan assigned the wrong geographic wage index factor.

We agree that the incomrsct geographic ares wage index was assigned to five
CKHC:. However, two of the CWMHCs have no effect becanse the facilities have
not received any claims payments. Alse, for one of the three other CAHCs, the
dellar impact was immaterial.
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Finding 2:

Response:

Finding 3:

Response:

TriSpan did not update CMHCS™ cost-to-charge ratios in accordance with CAMS
guidelines. TriSpan did not update the CCEs for six CHMCs in accordance with
CKIS mundelines. Specifically:

TriSpan did not update the CCRs for two CMHECs within the required 30 days
after the cost reports were tentatively settled. TriSpan updated the ratios for thess
CMHCs 269 days and 6 days late, respectively.

TriSpan did not revise the CCRs for four CMHCs based on the latest available
tentatively seftled or final cost reports.

We agree that we did not update the CCRs for the CMHCs 1dentified abowve
within the regquired time fimeframes and based on the latest available cost reports.
Initially, after receipt of the revised instructions in Change Fequest 2197, we
developad procedures and 1dentified processes to ensure effective implementation
of the instructions. Upon completing the mitial phase of the implementation of
Change Fequest 2197, we focused on identifying the most effective way to
receive notification of a completed tentative settlement or final settlement. As we
worked through the processes, we made modifications to our procedures to
connect missing links in our processes based on the CMS instructions to ensure
updates are made within 30 days of the latest settled cost report and based on the
latest available tentatively settled or final cost reports.

These emrors ocowred because of weaknesses in TriSpan’intermal comirels and 1t3
meormrect interpretation of CAS instructions.

We disagree that the emors occcurred because TriSpan did not have adequate
mtemal controls and incorrect interpretation of CMS mstructions. The entry of
the ratios was made based on mmterpretation of the existing instructions at the time
of implementation of OPPS. We believe our interpretation versus the 0IG
mterpretation of CMS mstructions 15 debatable. We maintaim that internal
controls were adeguate related to the entry of the CCE. We contend that some of
the CMHCs ratios were computed based on the incorrect cost report preparation
by the provider. The calculation was correct, but the charges the provider
reported on Worksheet D were different from Worksheet C.

We agree that weaknesses in the review process of the wage index data resulted m
the incorrect APC payments; however, we believe we have adequate mtemal
controls for entry of the wage data on the provider specific file.
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Recommendations:

Response:

We recommend that TriSpan:

®  recover 57,938,659 in improper cutlier and per diem payments for services
rendered between August 1, 2000, and June 30 2003; 3;

*  review claims with dates of service subsequent to our audit period to
ensure that they were paid in accordance with Medicare reimburseiment
reguirements and make any necessary financial adpustments; and

*  mmplement mtemal controls to ensure that fumre outlier and per diem
payments are calculated with commect cost-to-charge ratios, effective dates,
and wage index factors.

Based on current regulations in section 412,116 of the Code of Federal
Eegulations (CFE), the outlier payments are considered “final payments.” We
recognize that some of the CMHCs may have received higher outlier payvments
becanse the CCE. was computed nsing the charges the provider incommectly
reported on Worksheet D and utilization of the incorrect wage index factor.
However, we are not authorized by CMS to recover and adjust claims to recover
the outlier payments because of CCRs, adjustments made to cost or charges at the
time of audit, or any other reason that may result in deemed improper cutlier
payments. A response we previcusly recerved from CMS states, “CMS will not
allow intermediaries to make adjustments to claims to correct outlier payments at
this time.™

We have conducted a therough review subsequent to the audit period of all the
entries made to the provider specific file to ensure the accuracy of the file. We
have also made moedifications to enhance our guality review of the provider
specific file to ensure accuracy.

We disagree that we do not have documented intemnal pelicies, procedures, and
controls relating to CCR. caleulations and update of the wage mdex factor. We
mutially followed the instuctions in Change Fequest 1310 to establish the CCEs
uzed to compute ontlier payments under OPPS. After receipt of the revisad
mstructions in Change Feguest 2197 for updating of CCE. on an engoing basis,
we developed procedures and identified processes to ensure effective
mmplementation of the mstructions. Upon completing the initial phase of the
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mplementation of Change Fequest 2197 we focused on identifying the most
effective way to compute and enter CCERs into the provider specific file as a result
of a completed tentative settlement or final settlement. As we worked through the
processes, we made modifications to our procedures based on the CMS
mstructions.

With the implementation of the instuctions, initially we may have had some
wealmesses in our procedural steps untl we finalized and documented the
approved policies and procedures for ealculating the CCRs, but we did have
mtemal controls i place based on the instructions at that time. With the
mplementation of any new payment system or policies, it takes time to fully
develop procedures and quality assuranee checks. We recognized and 1dentified
areas of improvement after the implementation of OPPS and the related
caleulation of CCEs. The following enhancements were made:

1. We modified and revised our procedures to enhance the quality of cur
work. For example, we revised the CCR computation form to mclude sign
off by the individuals who compute, review, input, and venify the CCEs.

2. We alzo modified our calculations to melude an antomatic default to the
statewide average when the CCR exceeds 1.0.

3. We have included the update of the CCEs as a part of a monthly
monitoring and reporting activity.

4. We created a log to monitor timeliness for completing the CCEs based on
the date the tentative settlement or final settlement is complete.

wh

We developed a database for cost report activities that mecludes a feature
that automatically generates an email to notify the Supervising Senior
Beimbursement Anditor that a tentative or final settlement has been
completed.

6. We enhanced our process for overall update of the provider specific files.
Each entry made by an Anditor is reviewsd by the Supervisor.

. We modified our acceptance process to include a review of the cost report
to determine the accuracy of the worksheets, and a notification is sent to
the provider in the absence of Worksheet C.
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8. We are contimionsly monitoring the mstmetions for CCRs and modifying
our procedures to enhance our processes. We recently developed a
detailed checklist that is nsed by the superviser as a verification check that
the latest tentatively or final settled cost report 15 used, the cost report is
for a full year based on STAER. data, and to determine if the statewide
average should be used.

We believe we revised our procedures to nclude processes to avoid the areas of
concemn you identified in our early processes established with the implementation
of OPPS and update of the CCRs.

In addinion, on April 17, 1998, the Dallas Begional Office of OIG 1ssued a report to TriSpan
Health Services noting that cutlier claims were paid imcorrectly becanse the capital CCEs were
net properly updated. We faxed a copy of the report the Atlanta Regional Office (FO) of CMS
on March 13, 2001, to deternune if the mtermediary would be able to make any retroactive
comrection to outlier payments, based on the langnage in the manual instructions that outliers are
prospective payments and may not be changed retroactively. A response was received from
Brett James with CMS" Central Office on September 23, 2003, that the Office of General
Counsel (OGC) had revised the onginal response from CMS RO and TriSpan would not be able
to recoup the overpaymenis for outliers. Attached 15 a copy of the response from OGC. Office
of Inspector General Hote: The attachment has been redacted
because it contained information which may be considered
privilegedsconfidential.

Moregver, CMS issued a Joint Signature Memorandum (J53) en Apnil 22, 2002, that
comnmmicated that CMS was aware that some intermediaries may be using mcorrect hospital
specific data to compute cutlier payments. CMS instructions in the memorandum stated, “We
are not asking FIs to make any changes to settled cost reports. We are instructing FIs to ensure
that the operating and capital cost-to-charge raties in the current provider specific files are
correct”. A copy of the JSM 1s attached.

Based on the response from OGC and CWMS Central Office, there 1s ne basis for retroactively
correcting outlier payments even if OIG has identified errors on prior CCE. entries in the
provider specific file. We can cnly ensure the cuurent updates are cotrect for open cost reports.
The time and costs associated with correcting errors on CCEs for paid claims would be
significant. It would mvolve:

1) Requesting Arkansas system programming and CPU time to identify and re-mm the
claims as adjustments.

2} Identifymmg cost reports to reopen (Teopening will be determined based on the aggregate
remmbursentent impact adjustments); and

3) Generating PS&R:s for all affected providers after the claims have been adjusted.
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provider to collect the pavments made to the CMHECs for improper outlier payments and per
diem payments.

In summary, we followed the mstructions in Change Bequests 1310 and 2197 as these Change
Fequests were 13sued. As we are precluded by CMS from adjusting claims to recover outher
pavments, we ask that OIG reconsider the recommendation of recovering outlier payments of
§7.958.659. We have completed our review and verification of the accuracy of OPSF entries.
However, with respect to review and adjustment of claims, we are limited to the claims data
available on the system. We are unable to review and adjust actual claims data that i3 older than
that allowed by the Fiscal Intermediary Standard System (FISS).

Thank you for the epportunity to offer comments on the draft findings and recommendations.
We appreciate any recommendations to our processes that we have not presently included m our

revised procedures.

Sincerely,

et BT

Sheila B. Thomas, CPA
Director, Provider Eemmbursement

Aftachments
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DEPARTMENT OF HEALTH & HUMAN SEEVICES

Memorandum

DATE: April 22,2002

FROM: Director, Financial Services Group

Office of Financial Management

Deputy Director for Contractor Management
Center for Medicars Managemen:

SUBJECT: Comect Caleulation of Hospital Cost-to-Charge Ratios

TO: All Fizcal Intermediaries (Fls)

The Centers for Medicare & Medicaid Services (Ch5) has leamed that some Fls
throughout the country may be using incorrect hospital specific charge data to compute
cost outlier payments for hospitals. The result can be errors in outlier payiment
amounts. The intent of this memorandmm is to bring the problem to your attention and
reguest that you ensure that the cost-to-charge ratios are correctly calenlated for all
open hospital cost reports.

The problem appears to stem from intermediaries not reconciling inpatient Medicare
charges from the Provider Statistical and Beimbursement (PS&R) report to the cost
report. In addition. m some instances routine charges were not mcluded in the as-filed
cost reports because the providers and some FIs believed the revised CMS 233296 did
not have data fields to nclude routine charge data. (There are data fields on the cost
report to record this nformation.) As a result some Fls used the statewide averages
listed in the annual Prospective Payment System (PPS) update in the Federal Register as
their best alternative." By using statewide averages, the FIs either over or under paid
providers for outlier payiments.

We are not asking you to make any changes to settled cost reports. We are mstructing

"The statewide averagas are only used when the bospital's operating or capital cost-to-charge ratios fall
ourside parameters established by CMS in the anmmal update to the FPS payments.
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you to ensure that you caleulated the operating and capital cost-to-charge ratios in the
current provider specific file using the comreet Medicare inpatient charges. This waill
reguire you to reconcile PS&F. data to the charges on the cost report and/or ensure that
the providers mmcluded charges on the as-filed cost report.

There will not be any additienal fonding allecated to accomplish this review. You
should determine the effect on yowr current workload and make appropriate
adjustments. If there 1s any impact on accomplishing the goals set forth n the Budgst
Performance Fequirements (BPEs). then inform your regional office of any needed
changes to accomplish the cost-to-charge ratio review. If vou have any gquestions
concerning this instruction, please contact Charlotte Benson at 410-786-3302 or
Brett James at 410-785-9358.

bat bt

Elizabeth Richter Elizabeth Cusick

e
AllRAs

All CCMOs

Al AR As for Fmaneial Management
Nan Foster Beilly, Kanzas City RO
Carol Plom, ChM
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