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Dear Mr. Cansler:

Enclosed is the U.S. Department of Health and Human Services (HHS), Office of Inspector
General (OIG), final report entitled Review of Medicaid Credit Balances at Private Diagnostic
Clinic, PLLC, at Duke University Medical Center as of March 31, 2010. We will forward a copy
of this report 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 this 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.

Section 8L of the Inspector General Act, 5 U.S.C. App., requires that OIG post its publicly
available reports on the OIG Web site. Accordingly, this report will be posted at
http://oig.hhs.gov.

If you have any questions or comments about this report, please do not hesitate to call me, or
contact Mark Wimple, Audit Manager, at (919) 790-2765, extension 24, or through email at
Mark.Wimple@oig.hhs.gov. Please refer to report number A-04-10-04007 in all
correspondence.

Sincerely,

/John T. Drake, Sr./
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for Audit Services
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Office of Inspector General
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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 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. These evaluations focus
on preventing fraud, waste, or abuse and promoting economy, efficiency, and effectiveness of
departmental programs. To promote impact, OEI reports also present practical recommendations for
improving program operations.

Office of Investigations

The Office of Investigations (Ol) conducts criminal, civil, and administrative investigations of fraud and
misconduct related to HHS programs, operations, and beneficiaries. With investigators working in all 50
States and the District of Columbia, Ol utilizes its resources by actively coordinating with the Department
of Justice and other Federal, State, and local law enforcement authorities. The investigative efforts of Ol
often lead to criminal convictions, administrative sanctions, and/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 for OIG’s internal
operations. OCIG represents OIG in all civil and administrative fraud and abuse cases involving HHS
programs, including False Claims Act, program exclusion, and civil monetary penalty cases. In
connection with these cases, OCIG also negotiates and monitors corporate integrity agreements. OCIG
renders advisory opinions, issues compliance program guidance, publishes fraud alerts, and provides
other guidance to the health care industry concerning the anti-kickback statute and other OIG enforcement
authorities.
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Notices

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

Section 8L of the Inspector General Act, 5 U.S.C. App., requires
that OIG post its publicly available reports on the OIG Web site.

OFFICE OF AUDIT SERVICES FINDINGS AND OPINIONS

The designation of financial or management practices as
guestionable, a recommendation for the disallowance of costs
incurred or claimed, and any other conclusions and
recommendations in this report represent the findings and
opinions of OAS. Authorized officials of the HHS operating
divisions will make final determination on these matters.
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EXECUTIVE SUMMARY
BACKGROUND

Pursuant to Title X1X of the Social Security Act (the Act), the Medicaid program provides
medical assistance to low-income individuals and individuals with disabilities. The Federal and
State Governments jointly fund and administer the Medicaid program. At the Federal level, the
Centers for Medicare & Medicaid Services (CMS) administers the program. Each State
administers its Medicaid program in accordance with a CMS-approved State plan. Although the
State has considerable flexibility in designing and operating its Medicaid program, it must
comply with applicable Federal requirements. In North Carolina, the Department of Health and
Human Services (State agency) supervises the administration of the Medicaid program. Within
the State agency, the Division of Medical Assistance administers the Medicaid program.

Providers of Medicaid services submit claims to the State agency to receive compensation. The
State agency processes and pays the claims. Pursuant to 42 CFR § 433.10, the Federal
Government pays its share (Federal share) of State medical assistance expenditures according to
a defined formula.

Credit balances may occur when a provider’s Medicaid reimbursement exceeds the allowable
amount or when the reimbursement is for unallowable costs, resulting in an overpayment. Credit
balances also may occur when a provider receives payments from Medicaid and another third-
party payer for the same services. In such cases, the provider should return the overpayments
recorded in the credit balances to the Medicaid agency, and the State should refund the Federal
share of the overpayments to CMS (the Act, 8 1903(d)(2)(A), and 42 CFR pt. 433, subpart F).

When overpayments occur, the State agency is responsible for seeking recovery from the provider
for amounts paid that are in excess of allowable amounts and that must be refunded to Medicaid.
Section 6506(a) of the Patient Protection and Affordable Care Act (P.L. No. 111-148) says that
States have up to 1 year from the date of discovery of an overpayment for Medicaid services to
recover, or to attempt to recover, the overpayment before making an adjustment to refund the
Federal share. Except for overpayments resulting from fraud, the State must make the adjustment no
later than the deadline for filing the quarterly expenditure report (Form CMS-64) for the quarter in
which the 1-year period ends, regardless of whether the State recovers the overpayment.

Although the State agency’s regulations do not require providers to refund Medicaid
overpayments within a specific period, section 7 of North Carolina’s Basic Medicaid Billing
Guide states that providers are required to submit a quarterly Medicaid credit balance report
showing all outstanding Medicaid credit balances reflected in the accounting records as of the
last day of each quarter.

The Private Diagnostic Clinic, PLLC (Duke Clinic), is the faculty practice plan associated with
the Duke University School of Medicine and Health System. Duke Clinic allows members of the
physician faculty of the School of Medicine to engage in private practice while conducting
clinical teaching and medical research. Duke Clinic is a for-profit professional limited liability
company located in Durham, North Carolina.



OBJECTIVE

Our objective was to determine whether the Medicaid credit balances for patient services
recorded in Duke Clinic’s accounting records as of March 31, 2010, constituted overpayments
that the State agency should return to Medicaid.

SUMMARY OF FINDINGS

Some of the Medicaid credit balances recorded for patient services in Duke Clinic’s accounting
records as of March 31, 2010, constituted overpayments that the State agency should return to
Medicaid. Of the 100 invoice records in our sample, 52 contained overpayments, but 48 did not.
Additionally, 5 of 22 separately reviewed invoice records with credit balances greater than
$2,000 contained overpayments; however, 17 did not. Combining our results, we estimated that
the State agency should return $234,917 ($153,679 Federal share) to Medicaid.

Also, Duke Clinic had not submitted to the State agency the required quarterly Medicaid credit
balance report; however, it had previously identified and repaid some overpayments to the State
agency.

These deficiencies occurred because Duke Clinic’s policies and procedures were not adequate to
ensure that it reconciled the invoice records in a timely manner to identify and return
overpayments that were due the State agency. Duke Clinic’s policies and procedures allowed its
management to assign a low priority to reconciling its invoice records with Medicaid credit
balances. In addition, Duke Clinic officials stated that they were unaware of the State agency’s
requirements for the quarterly reporting of all outstanding Medicaid credit balances.

In response to our audit, Duke Clinic expanded its policies and procedures to prioritize the
reconciliation of its invoice records with Medicaid credit balances and to identify overpayments
for return to Medicaid. Further, Duke Clinic established policies to report its Medicaid credit
balances to the State agency on a quarterly basis.

RECOMMENDATIONS

We recommend that the State agency:

e refund $153,679 to the Federal Government for overpayments paid to Duke Clinic and

e work with Duke Clinic to ensure that it (1) reconciles credit balances and identifies
overpayments in a timely manner and (2) reports and refunds Medicaid overpayments.

PRIVATE DIAGNOSTIC CLINIC, PLLC, COMMENTS
In written comments on our draft report, Duke Clinic said that it would refund $228,220 to the

State agency to resolve the estimated overpayments. Duke Clinic’s comments are included in
their entirety as Appendix C.



STATE AGENCY COMMENTS

The State agency concurred with our findings and recommendations. The State agency said that
it would initiate the recoupment process from Duke Clinic and reimburse the Federal share to
CMS. In addition, the State agency said that it would work with Duke Clinic to ensure that Duke
Clinic fully implements its stated corrective actions, including submission of the required
Quarterly Medicaid (credit) balance report. The State agency’s comments are included in their
entirety as Appendix D.
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INTRODUCTION
BACKGROUND
Medicaid Program

Pursuant to Title X1X of the Social Security Act (the Act), the Medicaid program provides
medical assistance to low-income individuals and individuals with disabilities. The Federal and
State Governments jointly fund and administer the Medicaid program. At the Federal level, the
Centers for Medicare & Medicaid Services (CMS) administers the Medicaid program. Each
State administers its Medicaid program in accordance with a CMS-approved State plan.
Although the State has considerable flexibility in designing and operating its Medicaid program,
it must comply with applicable Federal requirements. In North Carolina, the Department of
Health and Human Services (State agency) supervises the administration of the Medicaid
program. Within the State agency, the Division of Medical Assistance administers the Medicaid
program.

Providers of Medicaid services submit claims to the State agency to receive compensation. The
State agency processes and pays the claims. Pursuant to 42 CFR § 433.10, the Federal
Government pays its share (Federal share) of State medical assistance expenditures according to
a defined formula.

Credit balances may occur when a provider’s Medicaid reimbursement exceeds the allowable
amount or when the reimbursement is for unallowable costs, resulting in an overpayment. Credit
balances also may occur when a provider receives payments from Medicaid and another third-
party payer for the same services. In such cases, the provider should return the overpayments
recorded in the credit balances to the Medicaid agency, and the State should refund the Federal
share of the overpayments to CMS (the Act, 8 1903(d)(2)(A), and 42 CFR pt. 433, subpart F).

Federal and State Requirements Related to Medicaid Credit Balances

Under 42 CFR § 433.312, the State agency is responsible for seeking recovery from the provider for
amounts paid that are in excess of allowable amounts and refunding the Federal share to Medicaid.
Section 6506(a) of the Patient Protection and Affordable Care Act (P.L. No. 111-148)" says that
States have up to 1 year from the date of discovery of an overpayment for Medicaid services to
recover, or attempt to recover, the overpayment before making an adjustment to refund the Federal
share. Except for overpayments resulting from fraud, the State must make the adjustment no later
than the deadline for filing the quarterly expenditure report (Form CMS-64) for the quarter in which
the 1-year period ends, regardless of whether the State recovers the overpayment. (See State
Medicaid Director Letter #10-014 (July 13, 2010).)

! The Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act
of 2010 (P.L. No. 111-152), is called the Affordable Care Act and amended section 1903(d)(2)(C) of the Act
effective March 23, 2010. To the extent there is a conflict with existing regulatory language, the provisions of
section 6506(a) of the Affordable Care Act and CMS’s State Medicaid Director letter #10-014 supersede the Federal
regulations at 42 CFR pt. 433, subpart F.



Although the State agency’s regulations do not require providers to refund Medicaid
overpayments within a specific period, section 7 of North Carolina’s Basic Medicaid Billing
Guide states that providers are required to submit a quarterly Medicaid credit balance report
showing all outstanding Medicaid credit balances reflected in the accounting records as of the
last day of each quarter.

The State agency notifies providers of changes to coverage criteria, billing information, and
other program requirements through its general and special Medicaid bulletins. The bulletins
restate the requirement for providers to submit a quarterly Medicaid credit balance report.

Private Diagnostic Clinic, PLLC

The Private Diagnostic Clinic, PLLC (Duke Clinic), is the faculty practice plan associated with
the Duke University School of Medicine and Health System. Duke Clinic allows members of the
physician faculty of the School of Medicine to engage in private practice while conducting
clinical teaching and medical research. Duke Clinic is a for-profit professional limited liability
company located in Durham, North Carolina.

The Executive Director of Duke Clinic also serves as the Director of the Patient Revenue
Management Organization (PRMQO). PRMO is a separate limited liability company within the
Duke University Health System that has more than 1,100 employees and collects approximately
$1.4 billion in net patient revenue. PRMO manages an integrated process across Duke’s
hospitals and clinics for scheduling, registration, charge processing, billing, and collection.

At the time of our audit, Duke Clinic had more than 920 physician members and produced more
than $300 million in net patient revenue. Duke Clinic is responsible for all ambulatory clinic
operations, business office functions, managed care contracting, compliance, and physician
compensation and benefits.

OBJECTIVE, SCOPE, AND METHODOLOGY

Objective

Our objective was to determine whether the Medicaid credit balances for patient services
recorded in Duke Clinic’s accounting records as of March 31, 2010, constituted overpayments
that the State agency should return to Medicaid.

Scope

As of March 31, 2010, Duke Clinic’s accounting records contained 18,329 outstanding invoice
records® with Medicaid credit balances totaling $1,300,812. Our sampling frame consisted of

2 An invoice record is Duke Clinic’s record of account for accumulating charges and payments for the various cost
centers.



16,452 invoice records® with credit balances of $2,000 or less totaling $961,876 as of March 31,
2010, that had a Medicaid payment posted to the invoice record and were outstanding for at least
60 days. Additionally, we reviewed 22 invoice records totaling $109,267 as of March 31, 2010,
with credit balances greater than $2,000 that had a Medicaid payment posted to the invoice
record and were outstanding for at least 60 days.

We did not review the overall internal control structure of the State agency or Duke Clinic. We
limited our internal control review to obtaining an understanding of the policies and procedures
that Duke Clinic used to review credit balances and report overpayments to the State agency.

From May through August 2010, we conducted fieldwork at the State agency’s offices and the
Medicaid Management Information System fiscal agent in Raleigh, North Carolina, and at
PRMOQ'’s office in Durham, North Carolina.

Methodology
To accomplish our objective, we:

e reviewed applicable Federal laws and regulations and State policy guidelines pertaining
to Medicaid credit balances;

e reviewed Duke Clinic’s policies and procedures for reviewing credit balances and
reporting overpayments to the State agency;

e traced Duke Clinic’s March 31, 2010, total credit balances for all payers to the accounts
receivable records and traced the accounts receivable records to the trial balance;

o traced Duke Clinic’s total Medicaid credit balances from its accounting records and
reconciled these balances to Duke Clinic’s total credit balances;

e created a sampling frame of 16,452 invoice records with Medicaid credit balances of
$2,000 or less as of March 31, 2010, that had a Medicaid payment posted to the invoice
record and were outstanding for at least 60 days;

e selected a random sample of 100 invoice records from the 16,452 invoice records
(Appendix A);

e reviewed all 22 invoice records with credit balances greater than $2,000 as of March 31,
2010, that had a Medicaid payment posted to the invoice record and were outstanding for
at least 60 days;

® We excluded 1,848 invoice records that were outstanding for less than 60 days and 7 invoice records that were in
interim accounts.



e reviewed patient payment data, remittance advices, details of patient accounts receivable,
and additional supporting documentation for each of the selected invoice records with
credit balances;

e estimated the overpayments that should be returned to Medicaid pursuant to Federal and
State requirements; and

o verified that Duke Clinic had refunded $6,697 to the State agency as of August 31, 2010.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objective.

FINDINGS AND RECOMMENDATIONS

Some of the Medicaid credit balances recorded for patient services in Duke Clinic’s accounting
records as of March 31, 2010, constituted overpayments that the State agency should return to
Medicaid. Of the 100 invoice records in our sample, 52 contained overpayments, but 48 did not.
Additionally, 5 of 22 separately reviewed invoice records with credit balances greater than
$2,000 contained overpayments; however, 17 did not. Combining our results, we estimated that
the State agency should return $234,917 ($153,679 Federal share) to Medicaid.

Also, Duke Clinic had not submitted to the State agency the required quarterly Medicaid credit
balance report; however, it had previously identified and repaid some overpayments to the State
agency.

These deficiencies occurred because Duke Clinic’s policies and procedures were not adequate to
ensure that it reconciled the invoice records in a timely manner to identify and return
overpayments that were due the State agency. Duke Clinic’s policies and procedures allowed its
management to assign a low priority to reconciling its invoice records with Medicaid credit
balances. In addition, Duke Clinic officials stated that they were unaware of the State agency’s
requirements for the quarterly reporting of all outstanding Medicaid credit balances.

OVERPAYMENTS

Section 1903(d)(2)(A) of the Act provides that amounts paid to a State shall be reduced to the
extent of any overpayment that the Secretary determines was made to the State.

Of the 100 invoice records in our sample, 52 contained overpayments. Additionally, 5 of the 22
separately reviewed invoice records with credit balances greater than $2,000 contained
overpayments. Based on our combined results, we estimated that the State agency should return
$234,917 ($153,679 Federal share) to Medicaid. Duke Clinic acknowledged that the
overpayments occurred, and we verified that Duke Clinic had refunded to the State agency



$6,697 ($4,804 Federal share). The remaining $228,220 ($148,875 Federal share) was the
balance that Duke Clinic should have returned to the State agency.

The overpayments resulted from Duke Clinic’s receiving duplicate payments and third-party
payments, as well as making various billing and accounting errors. Duplicate payments were
typically caused by Duke Clinic erroneously generating multiple billings or by Medicaid paying
more than once for the same services. Third-party payments resulted from Duke Clinic’s
receiving payment from a third-party insurer, such as a commercial insurer or Medicare, for a
service paid for by Medicaid. Billing and accounting errors included overstated billings, the use
of incorrect identifiers for the type of services provided, and posting errors.

FAILURE TO SUBMIT MEDICAID CREDIT BALANCE REPORT

Section 7 of the State agency’s Basic Medicaid Billing Guide states that providers are required to
submit a quarterly Medicaid credit balance report showing all outstanding Medicaid credit
balances reflected in accounting records as of the last day of each quarter. The report requires
specific information for each credit balance on a claim-by-claim basis; the State agency uses the
report to monitor and recover credit balances due to Medicaid.

Duke Clinic failed to submit the report to the State agency. However, it had previously
identified and repaid to the State agency some Medicaid overpayments. According to the State
agency, Duke Clinic had not reported its outstanding Medicaid credit balances for the 2-year
period before our audit.

CAUSES OF DEFICIENCIES

As of March 31, 2010, Duke Clinic’s accounting records contained 18,329 outstanding invoice
records with Medicaid credit balances totaling $1,300,812 that Duke Clinic had not reconciled to
identify whether the balances constituted overpayments that should have been returned to the
State agency. The ages of the outstanding invoice records ranged from 1 day to more than 10
years, as shown in the table below.

Outstanding Invoice Records With Medicaid Credit Balances

Number of Medicaid

Days Outstanding Invoice Records Credit Balances
1-59 days 1,848 $221,141
60-365 days 2,459 364,996
366—730 days 2,431 245,143
731-1,095 days 1,432 79,947
1,096-1,460 days 1,726 97,944
1,461-1,825 days 3,744 158,578
1,826-2,190 days 4,255 111,640
2,191-3,704 days 427 12,874
Interim accounts 7 8,549

Total 18,329 $1,300,812




This backlog occurred because Duke Clinic’s policies and procedures were not adequate to
ensure that it reconciled the invoice records in a timely manner. Duke Clinic’s policies and
procedures allowed its management to assign a low priority to reconciling its invoice records
with Medicaid credit balances. In addition, clinic officials stated that they were unaware of the
State agency’s requirements for the quarterly reporting of all outstanding Medicaid credit
balances.

In response to our audit, Duke Clinic modified its policies and procedures to assign a high
priority to the reconciliation of its outstanding Medicaid credit balances and to identify
overpayments for return to Medicaid. Further, Duke Clinic established policies to report its
Medicaid credit balances to the State agency on a quarterly basis. On July 30, 2010, Duke Clinic
submitted its initial Medicaid credit balance report to the State agency for the quarter ended

June 30, 2010.

ESTIMATE OF THE UNALLOWABLE AMOUNT

Of the 100 invoice records in our sample, 52 contained estimated Medicaid overpayments of
$230,585 ($150,477 Federal share). (See Appendix B for details of our sample results and
estimates.) In addition, 5 of the 22 separately reviewed invoice records with credit balances
greater than $2,000 contained overpayments of $4,332 ($3,202 Federal share). Based on our
combined results, we estimated that $234,917 ($153,679 Federal share) should be returned to
Medicaid.

RECOMMENDATIONS
We recommend that the State agency:
e refund $153,679 to the Federal Government for overpayments paid to Duke Clinic and

e work with Duke Clinic to ensure that it (1) reconciles credit balances and identifies
overpayments in a timely manner and (2) reports and refunds Medicaid overpayments.

PRIVATE DIAGNOSTIC CLINIC, PLLC, COMMENTS

In written comments on our draft report, Duke Clinic said that it would refund $228,220 to the
State agency to resolve the estimated overpayments. Duke Clinic’s comments are included in
their entirety as Appendix C.

STATE AGENCY COMMENTS

The State agency concurred with our findings and recommendations. The State agency said that
it would initiate the recoupment process from Duke Clinic and reimburse the Federal share to
CMS. In addition, the State agency said that it would work with Duke Clinic to ensure that Duke
Clinic fully implements its stated corrective actions, including submission of the required
Quarterly Medicaid (credit) balance report. The State agency’s comments are included in their
entirety as Appendix D.



OTHER MATTER

As of March 31, 2010, Duke Clinic’s accounting records contained 990 outstanding out-of-State
Medicaid invoice records with credit balances totaling $134,223 that the clinic had not
reconciled, nor had it identified whether the balances were overpayments that should be returned
to the applicable State Medicaid program.

Duke Clinic did not have a unique identifier for each State Medicaid program; instead, the clinic
used a generic code for most out-of-State Medicaid payments. Accordingly, the clinic could not
associate the out-of-State Medicaid credit balances with the appropriate State Medicaid program.
Duke Clinic has to reconcile its outstanding out-of-State Medicaid invoice records before it can
determine whether the balances were overpayments that should be returned to the applicable
State Medicaid program.
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APPENDIX A: SAMPLING METHODOLOGY
POPULATION

The population consisted of all invoice records with a credit balance as of March 31, 2010, with
a North Carolina Medicaid payment posted to the invoice record.

SAMPLING FRAME

The sampling frame consisted of 16,452 invoice records with credit balances of $2,000 or less
totaling $961,876 as of March 31, 2010, that had a Medicaid payment posted to the invoice
record and were outstanding for at least 60 days.

SAMPLE UNIT

The sampling unit was an invoice record.

SAMPLE DESIGN

We used a simple random sample.

SAMPLE SIZE

We selected a sample of 100 invoice records.

SOURCE OF RANDOM NUMBERS

We generated the random numbers with the Office of Inspector General, Office of Audit
Services (OIG/OAS), statistical software.

METHOD OF SELECTING SAMPLE ITEMS

We consecutively numbered the invoice records in the sampling frame from 1 to 16,452. After
generating 100 random numbers, we selected the corresponding frame items.

ESTIMATION METHODOLOGY

We used OIG/OAS statistical software to estimate the amount of overpayments.



APPENDIX B: SAMPLE RESULTS AND ESTIMATES

Sample Results

Number Value of
Value Value of Overpayments
Frame | Value of | Sample of i
. . of Overpayments in Sample
Size Frame Size Overpayments .
Sample : in Sample (Federal
in Sample
Share)
16,452 | $961,876 100 $5,917 52 $2,365 $1,603

Estimated Value of Overpayments
(Limits Calculated for a 90-Percent Confidence Interval)

Point estimate $389,045
Lower limit 230,585
Upper limit 547,506

Estimated Value of Overpayments (Federal Share)
(Limits Calculated for a 90-Percent Confidence Interval)

Point estimate $263,679
Lower limit 150,477
Upper limit 376,882















