
Office of Inspector General 
Offices of Audit Services 

Region VII 
601 East 12th Street 
Room 284A 
Kansas City, Missouri 64106 Report Number: A-07-04-01 01 1 

Kimberly A. Green, Director of Audit Services 
Mail Route MN008-W 130 
9900 Bren Road East 
Minnetonka, Minnesota 5 5343 -4402 

Dear Ms. Green: 

Enclosed are two copies of the U.S. Departqent of Health and Human Services, Office of 
Inspector Generals' report entitled "Review of Medicare Payments for Beneficiaries With 
Institutional Status at United Healthcare of Ohio." The report covers capitation payments to 
United Healthcare of Ohio for beneficiaries reported as institutionalized during the period 
January 2003 through June 2004. A copy of this report will be forwarded to the HHS action 
official noted on the following page for her review and any action deemed necessary. 

The HHS action official will make the final determination as to actions taken on all matters in 
the report. We request that you respond to the 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 104-23 I), Office of Inspector General reports issued to the Department's 
grantees and contractors are made available publicly to the extent information contained therein 
is not subjected to exemptions in the Act which the Department chooses to exercise (See 45 
CFR Part 5). 

If you have any questions or comments about this report, please do not hesitate to call me at 
8 16-426-3 59 1, extension 225, or Chris Bresette, Audit Manager, at 8 16-426-359 1, extension 
228, or through e-mail at chris.bresette@oi~.hhs.~ov. To facilitate identification, please refer to 
report number A-07-04-0 10 1 1 in all correspondence. 

Sincerely yours, 

9 v a S  
IJames P. Aasmundstad 
Regional Inspector General 

for Audit Services 
Enclosures - as stated 
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Direct Reply to HHS Action Official: 
 
Ms. Jackie Garner 
Regional Administrator, Region V 
Centers for Medicare & Medicaid Services 
233 North Michigan Avenue, Suite 600 
Chicago, Illinois 60601 
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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 OIG's 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 the department. 

 
Office of Evaluation and Inspections 

 
The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to the department, the 
Congress, and the public. The findings and recommendations contained in the inspections 
reports generate rapid, accurate, and up-to-date information on the efficiency, vulnerability, 
and effectiveness of departmental programs. The OEI also oversees State Medicaid fraud 
control units, which investigate and prosecute fraud and patient abuse in the Medicaid 
program. 

 
Office of Investigations 

 
The OIG's 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. The OCIG imposes program exclusions and civil 
monetary penalties on health care providers and litigates those actions within the 
department. The 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 information contained 
therein 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 awarding agency will make final determination 
on these matters. 

 
   
   
   
 
 

                          
 

 



EXECUTIVE SUMMARY 
 

BACKGROUND 
 
The Centers for Medicare & Medicaid Services (CMS) makes capitation payments at the 
beginning of each month to managed care organizations (MCO) for each enrolled Medicare 
beneficiary.  The payment is generally higher for institutionalized beneficiaries.  The MCOs 
receive the enhanced rate for enrollees who are residents of Medicare or Medicaid certified 
institutions.  Each month, MCOs are required to submit a list of enrollees meeting the 
institutional status requirements to CMS. 
 
For the period January 2003 through June 2004, United Healthcare of Ohio (United) reported 
729 beneficiaries as institutionalized for at least 1 month, for which it received payment at an 
enhanced rate. 
 
OBJECTIVE 
 
Our objective was to determine if capitation payments to United were appropriate for 
beneficiaries reported as institutionalized for the audit period. 
 
SUMMARY OF FINDINGS 
 
United received Medicare overpayments of $13,128 for 20 beneficiaries incorrectly reported as 
institutionalized.  United officials stated the errors occurred because United made administrative 
and clerical errors and because the institutions did not always provide correct information to 
verify the institutionalized status of the beneficiaries. 
 
RECOMMENDATIONS 
 
We recommend that United: 
 

• refund $13,128 to the Federal Government and 
 
• ensure capitation payments for beneficiaries reported as institutionalized are claimed in 

accordance with Federal laws and regulations. 
 
AUDITEE’S COMMENTS 
 
United agreed with our findings and recommendations.  United’s comments are included in its 
entirety as the Appendix.
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INTRODUCTION 

 
BACKGROUND 
 
Medicare Managed Care 
 
The Balanced Budget Act of 1997, Public Law 105-33, added sections 1851 through 1859 to the 
Social Security Act and established the Medicare+Choice Program.  Its primary goal was to 
provide a wider range of health plan choices to Medicare beneficiaries.  The options available to 
beneficiaries under the program include coordinated care plans, medical savings account plans, 
and private fee-for-service plans.  Coordinated care plans, including MCOs, have a network of 
providers under contract to deliver a health benefit package, which CMS approves.  Types of 
coordinated care organizations include health maintenance organizations, provider sponsored 
organizations, and preferred provider organizations. 
 
CMS makes capitation payments at the beginning of each month to MCOs for each enrolled 
Medicare beneficiary.  The payments are generally higher for institutionalized beneficiaries.  
MCOs receive the enhanced rate for enrollees who are residents of Medicare or Medicaid 
certified institutions (or the distinct part of an institution), intermediate care facilities for the 
mentally retarded, psychiatric hospitals or units, rehabilitation hospitals or units, long-term care, 
and swing-bed hospitals.  Institutional status requirements contained in CMS’s Medicare 
Managed Care Manual specify that the beneficiary (1) must be a resident of a qualifying facility 
for at least 30 consecutive days immediately prior to the month for which an institutionalized 
payment is being made and (2) must not be absent from the institution for more than 14 days due 
to hospitalization or therapeutic leave. 
 
Each month, MCOs are required to submit a list of enrollees who meet institutionalized status 
requirements to CMS.  The advance payments paid to MCOs each month are adjusted by CMS 
to reflect the enhanced rate for institutionalized status.  For example, during 2004, the monthly 
advance payment for a 77-year-old woman residing in a non-institutional setting (with no other 
special status indicator) in Ohio was $596.  If the MCO reported the beneficiary as 
institutionalized, CMS would have adjusted the payment to $1,0271.  
 
United Healthcare 
 
United began operations as a Medicare MCO in January 1996.  For the period January 2003 
through June 2004, United reported 729 beneficiaries as institutionalized for at least 1 month, for 
which it received payment at an enhanced rate.  
 

                                                 
1This calculation does not take into account the risk adjustment method implemented January 1, 2000.  This method 
adjusts the payment according to health status and demographic factors.  The inclusion of risk adjustment would not 
have a material impact on the overpayments. 

1 



OBJECTIVE, SCOPE, AND METHODOLOGY 
 
OBJECTIVE 
 
Our objective was to determine if capitation payments to United were appropriate for 
beneficiaries reported as institutionalized for the audit period. 
 
SCOPE 
 
We reviewed the 729 beneficiaries that United reported as institutionalized and CMS paid at an 
enhanced rate for at least 1 month between January 2003 and June 2004. 
 
As mentioned in the Background section, MCOs are required to submit a list of enrollees 
meeting institutionalized status requirements to CMS each month.  While we verified existence 
of internal controls designed by United to ensure the correct classification of beneficiaries, we 
did not validate if control procedures were followed each month. 
 
METHODOLOGY 
 
To meet our objective, we reviewed applicable Federal criteria and the policies and procedures 
United used to identify institutionalized beneficiaries. 
 
To determine if payments had been made at an enhanced rate, we started by accessing CMS’s 
Group Health Plan and identified 678 beneficiaries classified as institutionalized during our audit 
period.  Based on data from United’s systems and retroactive adjustment letters United submitted 
to CMS, we included 51 beneficiaries for which the institutionalized status was made 
retroactively for a total of 729 individuals.  We then used the beneficiary history information 
from the Managed Care Option Information System, as of August and September 2004, to 
identify the months in which United reported the institutional status to CMS during the audit 
period. 
 
United provided the names and addresses of the institutions in which the 729 beneficiaries 
resided.  We contacted 21institutions to verify the institutionalized status of 314 beneficiaries for 
the months that United received the enhanced rate.  Because we did not identify material errors 
for these beneficiaries, we did not contact the remaining institutions for the other 415 
beneficiaries.  
 
We reviewed hospital admission and discharge dates obtained from United to determine if any of 
the 729 beneficiaries were absent for more than the 14-day limit as specified in CMS’s Medicare 
Managed Care Manual. 
 
We then calculated overpayments for each incorrectly reported beneficiary, without regard to the 
risk adjustment factors (described in footnote number 1), by subtracting the non-institutionalized 
payment that United should have received from the institutionalized payment actually received. 
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We performed our fieldwork at United Healthcare in Eau Claire, WI, during August and 
September 2004.  We performed the audit in accordance with generally accepted government 
auditing standards. 

 
FINDINGS AND RECOMMENDATIONS 

 
United received Medicare overpayments of $13,128 for 20 beneficiaries incorrectly reported as 
institutionalized.  United officials stated the errors occurred because United made administrative 
and clerical errors.  United officials also stated that the institutions did not always provide correct 
information to verify the institutionalized status of the beneficiaries. 
 
INSTITUTIONAL STATUS REQUIREMENTS 
  
CMS’s Medicare Managed Care Manual, chapter 7, states that MCOs can classify beneficiaries 
as institutionalized if the beneficiaries: 
 

1. resided in a Medicare or Medicaid certified institution, or distinct part of the institution, 
for at least 30 consecutive days immediately prior to the month for which an 
institutionalized payment is made; and 

 
2. were not absent from the institution for more than 14 days due to hospitalization or 

therapeutic leave. 
 
BENEFICIARIES INCORRECTLY CLASSIFIED AS INSTITUTIONALIZED 
 
United incorrectly classified 20 beneficiaries as institutionalized: 
 

• 10 of whom did not reside in a certified facility or certified part of the facility for 30 
consecutive days immediately prior to the month for which an institutionalized payment 
was made and 

 
• 10 others were absent due to hospitalization for more than the 14-day limit allowed by 

CMS during the qualifying month.  
 

United officials stated the errors occurred because United made administrative and clerical 
errors.  United officials also stated that the institutions did not always provide correct 
information to verify the institutionalized status of the beneficiaries.  For example, the 
institutions provided us with institutional admission and discharge dates that differed from what 
was originally provided to United. 
 
As a result, United received $13,128 that did not qualify for Medicare enhanced rate. 
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RECOMMENDATIONS 
 
We recommend that United: 
 

• refund $13,128 to the Federal Government and 
 
• ensure capitation payments for beneficiaries reported as institutionalized are claimed in 

accordance with Federal laws and regulations. 
 
AUDITEE’S COMMENTS AND OIG RESPONSE 
 
United agreed with our findings and recommendations.  We commend United for taking steps to  
(1) refund the identified overpayments, and (2) revise its policy and procedures to ensure it 
reports institutionalized beneficiaries pursuant to Federal laws and regulations.  United’s 
comments are included in its entirety as the Appendix. 
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