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The mission of the Office of Inspector General (OIG), 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 in order to reduce waste, 
abuse, and mismanagement and to promote economy and efficiency throughout HHS. 
          
Office of Evaluation and Inspections 
 
The Office of Evaluation and Inspections (OEI) conducts management and program evaluations (called 
inspections) that focus on issues of concern to HHS, Congress, and the public.  The findings and 
recommendations contained in the inspections generate rapid, accurate, and up-to-date information on the 
efficiency, vulnerability, and effectiveness of departmental programs.  OEI also oversees State Medicaid 
Fraud Control Units which investigate and prosecute fraud and patient abuse in the Medicaid program. 
 
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 OI 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.  

  



 

 i 
 

EXECUTIVE SUMMARY 
 
BACKGROUND 
 
The Centers for Medicare & Medicaid Services (CMS) implemented a prospective payment system 
for inpatient rehabilitation facilities (IRFs) for cost-reporting periods beginning on or after 
January 1, 2002.  The prospective payment system provides for a predetermined payment per 
discharge. To receive this payment, the IRF must submit a single discharge bill for an entire inpatient 
stay.  The payment encompasses all inpatient operating and capital costs with few exceptions. 
 
CMS instructions state that when a beneficiary’s stay overlaps the time in which the IRF 
becomes subject to prospective payment system rules, the payment will be based on the 
patient’s date of discharge.  An IRF should not split bills for these patients into separate fiscal 
years.  
 
OBJECTIVE  
 
Our objective was to determine whether MaineGeneral Medical Center (the hospital) billed fiscal 
year-end inpatient rehabilitation claims in accordance with Medicare regulations. 
 
SUMMARY OF FINDINGS 
 
The hospital did not bill 76 fiscal year-end claims for its IRF in accordance with Medicare 
regulations.  Specifically, the hospital split claims for 38 IRF stays into two separate claims 
and received two separate Medicare payments for each IRF stay that spanned the fiscal year-
end of June 30 in 2002, 2003, and 2004.    Pursuant to Medicare regulations and CMS 
guidance, the entire IRF stay should have been billed as a single claim on the CMS Form 
1450 (UB92).  As a result of the incorrect billing, Medicare made net overpayments of 
$254,915 for 2002, 2003, and 2004. 
 
The payment errors occurred because the hospital did not have adequate controls to ensure 
that claims submitted at fiscal year-end were billed in accordance with Medicare regulations.  
Additionally, the hospital received inaccurate information from its fiscal intermediary that 
contributed to the ongoing problem of split billing in 2003 and 2004.  We have addressed this 
issue with the fiscal intermediary. 
 
RECOMMENDATIONS 
 
We recommend that the hospital: 
 
• improve controls to ensure that current Medicare billing guidelines are followed; and 
 
• continue to work with its fiscal intermediary to complete the voluntary repayment process 

involving the net overpayments of $254,915 and determine the resulting effect on its 
Medicare cost reports for 2002, 2003, and 2004. 

 
The hospital agreed with our findings and recommendations and detailed the steps they have taken to 
address the issues.  Specifically, the hospital provided a full repayment of all Medicare overpayments 
and implemented improved processes and internal controls to ensure continued compliance. 
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INTRODUCTION 
 
BACKGROUND 
 
The Social Security Amendments of 1983 established the prospective payment system (PPS) for 
most inpatient services but excluded certain specialty hospitals such as inpatient rehabilitation 
facilities (IRFs) and distinct part rehabilitation units in hospitals.1  As a result, IRFs continued to 
be paid pursuant to Section 1886(b) of the Social Security Act, as amended by Section 101 of the 
Tax Equity and Fiscal Responsibility Act (TEFRA) of 1982.  These rules based payments to 
IRFs on the Medicare reasonable costs per case, limited by a hospital-specific target amount per 
discharge.   

 
To control escalating costs, section 1886(j) of the Social Security Act established a PPS for IRFs.  
The Centers for Medicare & Medicaid Services (CMS) implemented the PPS for cost-reporting 
periods beginning on or after January 1, 2002. 

 
The PPS provides for a predetermined payment per discharge.  To receive this payment, the IRF 
must submit a single discharge bill for an entire inpatient stay.  CMS instructions state that when 
a beneficiary’s stay overlaps the time in which the IRF becomes subject to PPS rules, the 
payment will be based on the patient’s date of discharge.  An IRF should not split bills for these 
patients into separate fiscal years.  

 
OBJECTIVE, SCOPE AND METHODOLOGY 

 
Objective 

 
Our objective was to determine whether MaineGeneral Medical Center (the hospital) billed fiscal 
year-end2 inpatient rehabilitation claims in accordance with Medicare regulations. 

 
Scope 

 
The audit included a review of 76 Medicare claims made to the hospital for patient stays that 
spanned the hospital’s fiscal year-end of June 30 in 2002, 2003, and 2004. The hospital was paid 
$244,567, $318,253, and $424,037 for inpatient rehabilitation claims that spanned fiscal year-end 
2002, 2003, and 2004, respectively.   

 
Our review of internal controls was limited to obtaining an understanding of the hospital’s 
internal control structure for developing and submitting claims that spanned the hospital’s fiscal 
year-end.   

 
We performed our fieldwork during March 2005 at the hospital in Augusta, Maine. 
 
  

                                                 
1 We refer to these inpatient rehabilitation facilities and distinct part rehabilitation units collectively as IRFs  
throughout the report. 
 
2 “Fiscal year-end” refers to the end of the hospital’s fiscal year of July 1 through June 30. 
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Methodology 

 
To accomplish our objective, we: 
 
• reviewed applicable Medicare laws, regulations, and guidance; 
 
• extracted paid claims data for 2002, 2003, and 2004 from CMS’s National Claims 

History and the fiscal intermediary’s claims processing system and identified a universe 
of 76 inpatient rehabilitation claims incorrectly billed by the hospital at its fiscal year-
end; 

 
• reviewed the applicable detailed records for the claims from CMS’s Common Working 

File to verify that the claims represented a single inpatient rehabilitation stay; 
 

• calculated the effect of incorrect billing by using CMS’s Pricer Program; and 
 

• discussed the results of our review with the hospital’s fiscal intermediary, Associated 
Hospital Service, Inc. 
 

We performed our review in accordance with generally accepted government auditing standards. 
 

FINDINGS AND RECOMMENDATIONS 
 

The hospital did not bill 76 fiscal year-end claims for its IRF in accordance with Medicare 
regulations.  As a result, Medicare made net overpayments to the hospital of $254,915 for fiscal 
years 2002, 2003, and 2004. 

 
The payment errors occurred because the hospital did not have adequate controls to ensure that 
claims submitted at fiscal year-end were billed in accordance with Medicare regulations.  
Additionally, the hospital received inaccurate information from its fiscal intermediary that 
contributed to the ongoing problem of split billing in 2003 and 2004.   

 
INTERIM BILLING REGULATIONS 

 
Pursuant to 42 CFR § 412.600, the IRF prospective payment system provides for a 
predetermined per-discharge payment. To receive this payment, an IRF must submit a single 
discharge bill for an entire inpatient stay.  The payment encompasses all inpatient operating and 
capital costs with few exceptions.  CMS guidance states that when a beneficiary’s stay overlaps 
the time in which the IRF becomes subject to PPS rules, the payment will be based on the 
patient’s date of discharge.  Furthermore, provider instructions contained in the “Medicare 
Inpatient Rehabilitation Facility Prospective Payment System Training Manual” state that an IRF 
should not split bills that overlap the start of the fiscal year in which the IRF becomes subject to 
the PPS. 
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FISCAL YEAR-END CLAIMS SPLIT  
 
The hospital did not bill 76 fiscal year-end claims for its IRF in accordance with Medicare 
regulations.  Specifically, the hospital split claims for 38 IRF stays into two separate claims.  As 
a result, Medicare made two separate payments to the hospital for each IRF stay that spanned the 
fiscal year-end of June 30 in 2002, 2003, and 2004.  Pursuant to Medicare regulations and CMS 
guidance, the entire IRF stay should have been billed as a single claim on CMS Form 1450 
(UB92).  

 
PAYMENT ERRORS RESULTING FROM INCORRECT BILLING 

 
Medicare made net overpayments of $254,915 to the hospital for claims submitted for fiscal 
year-ends 2002, 2003, and 2004.  For several claims, the hospital received underpayments when 
the combining of two claims into a single claim caused certain thresholds to be exceeded.  When 
these thresholds were exceeded, outlier payments were due or full payments were warranted 
instead of reduced-transfer or short-stay payments.  The IRF PPS full payment is adjusted to 
account for situations such as transfers to other facilities and short stays of 3 days or less. 

 
INADEQUATE BILLING CONTROLS  

 
The hospital did not have adequate controls to ensure that claims submitted at fiscal year-end 
were billed in accordance with Medicare regulations.  Specifically, the hospital followed section 
415.9 of the Medicare Hospital Manual, which is intended for hospitals that are not paid under a 
PPS.  Section 415.9 states that “providers not on [the PPS] continue to submit split bills at the 
end of their fiscal year and allocate the days to the provider year in which they occurred.” As a 
result, the hospital continued to split bills at the end of its fiscal year to allocate Medicare days to 
the correct cost-reporting year.  However, since IRFs transitioned to PPS, split billing is no 
longer allowed at fiscal year-end because payment is now based on the patient’s date of 
discharge. 
 
Additionally, the hospital received inaccurate information from its fiscal intermediary that 
contributed to the ongoing problem of split billing in 2003 and 2004.  We have addressed this 
issue with the fiscal intermediary. 

 
CORRECTIVE ACTIONS 
 
In December 2004, the hospital initiated corrective actions and submitted a check to its fiscal 
intermediary for $101,542 in repayment of non-PPS claims submitted in error at its fiscal year-
end of June 30, 2002.  At the same time, the hospital began processing adjustments to several of 
these 2002 claims through the fiscal intermediary’s claims processing system.  As a result, the 
hospital refunded the overpayment dollars for the 2002 non-PPS claims a second time.  To 
receive correct PPS payments, the hospital must now complete the process of adjusting and 
resubmitting these stays as single claims and work with its fiscal intermediary to recoup any 
monies due when the adjustment process is complete. 
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During the course of our review, the hospital also refunded overpayments of $204,397 for 
incorrect claims billed at the fiscal year-ends of 2003 and 2004 by submitting adjusted claims 
through the fiscal intermediary’s claims process system. 

 
RECOMMENDATIONS 
 
We recommend that the hospital: 

 
• improve controls to ensure that current Medicare billing guidelines are followed; 

and 
 
• continue to work with its fiscal intermediary to complete the voluntary repayment process 

involving the net overpayments of $254,915 and determine the resulting effect on its 
Medicare cost reports for 2002, 2003, and 2004. 

 
AUDITEE COMMENTS 
 
The hospital agreed with our findings and recommendations and detailed the steps they have 
taken to address the issues.  Specifically, the hospital provided full repayment of all Medicare 
overpayments and improved its processes and internal controls, including: 
 

• education of billing personnel; 
 

• documentation of IRF billing procedures; 
 

• communication with fiscal intermediary; and 
 

• review of fiscal year-end 2005 claims to ensure continued compliance. 
 
The hospital will also work with the fiscal intermediary to determine the impact on its Medicare 
cost reports for 2002, 2003, and 2004 as a result of the repayments made to CMS. 
 
We have included the full text of the hospital’s comments in an appendix to this report.
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