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Dear Mr. Foley:  
 
The purpose of this letter is to report the results of our review of potentially excessive 
Medicare payments made to institutional providers for inpatient and outpatient services 
during Calendar Years (CY) 2000 and 2001.  Our review at Empire Medicare Services 
(Empire) is part of a nationwide effort being performed at selected Medicare Fiscal 
Intermediaries (FI).   
 
BACKGROUND 
 
We initially brought the issue of excessive payments to the attention of the Centers for Medicare 
and Medicaid Services (CMS) in our report entitled Review of Potentially Excessive Medicare 
Payments for Outpatient Services (A-01-00-00502), dated May 16, 2001.  We reported that simple 
clerical billing errors on 13 outpatient claims generated $12 million in excessive Medicare 
payments to institutional providers.  Our current review is a follow up on the prior issues we 
identified.  Empire is one of four fiscal intermediaries we have selected for the follow up review.  
 
LAWS AND REGULATIONS 
 
Title XVIII of the Social Security Amendments of 1965, the Medicare legislation, 
established a health insurance program for aged persons.  Under sections 1816(a) and 
1842(a) of the Social Security Act, public or private organizations and agencies may 
participate in the administration of the Medicare program.  The FIs’ responsibilities include 
determining costs and reimbursement amounts, maintaining records, establishing controls, 
safeguarding against fraud and abuse, conducting reviews and audits, and making payments 
to providers for services rendered.  Intermediary Manual section 3700 states: 
 

“It is essential that you [the FI] maintain adequate internal controls 
over Title XVIII automatic data processing systems to preclude increased  
program costs and erroneous and/or delayed payments.”   
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The FIs currently use two standard systems to process outpatient claims – the Fiscal 
Intermediary Standard System and the Arkansas Part A Standard System.  In addition, the 
Common Working File (CWF) can detect improper payments when processing claims for 
pre-payment validation.  
 
Claims for outpatient services originate at the provider.  Hospital Manual section 462 states: 
 
 “In order to be paid correctly and promptly, a bill must be completed accurately.”    
 
OBJECTIVES, SCOPE AND METHODOLOGY 
 
Our review was made in accordance with generally accepted government auditing standards. 
 The objective of our review is to identify potentially excessive Medicare payments made to 
institutional providers for outpatient and Part B services during Calendar Years (CY) 2000 
and 2001.  
 
To accomplish our objective, we: 
 

• reviewed applicable Medicare laws and regulations;    
 
• utilized CMS’ National Claims History file to develop frequency distributions of 

claim paid amounts for outpatient and inpatient items reimbursed under Medicare 
Part B paid during CYs 2000 and 2001;  

 
• used the above frequency distributions to identify outpatient claims that had Medicare 

claim paid amounts equaling or exceeding $50,000; 
 

• reviewed available CWF on-line claim histories for these claims to determine if the 
claims had been canceled and superseded with revised claims; and  

 
• contacted Empire Medicare Services personnel to advise them about our review and 

its objective, and discuss and obtain information for 136 selected claims (inpatient 
and outpatient).  We requested information about outpatient and Part B claims with 
questionable line item charge amounts.   

 
On October 31, 2002, Empire responded to our requests for information.  We conducted our 
review at the Regional Office of Inspector General, Office of Audit Services in Boston, 
Massachusetts from May 2002 through March 2003.  We issued a draft report to Empire 
Medicare Services on April 16, 2003.  On May 19, 2003, Empire Medicare Services 
provided us with their response and additional information for one claim (See Appendix). 
We analyzed this information and we revised our report accordingly.   
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