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Our 1990 audit report disclosed that Medicare, which pays for laboratory tests based on 
fee schedules, was paying nearly twice as much as physicians pay for the same tests. 
Much of the difference was attributable to the way in which Medicare reimbursed organ 
or disease related panels (panels), or groups of tests, ordered as a package by physicians. 
While laboratories offered panels to physicians at greatly reduced prices$ Medicare 
usually paid the fee schedule rates for the individual tests. 

In our 1990 report, we recommended that HCFA: (1) seek legislation ~ bring the 
Medicare fee schedule allowances in line with the prices physicians pay for tests 
purchased from independent clinical laboratories, (2) develop policies and procedures to 
more appropriately reimburse panels, and (3) work with contractor~,to fu~her streamline 
the processing of laboratory claims. 

Although our follow-up has found that, generally, Medicare continues to pay clinical 
laboratories more than physicians pay for the same tests, recent legislation will further 
reduce the Medicare fee schedules. The Omnibus Budget Reconciliation Act of 1993 
will reduce the fee schedule to 76 percent of the national average by 1996. We are, 
therefore, recommending that HCFA periodically evaluate the national fee schedule to 
ensure that it is in line with the prices physicians pay for clinical laboratory services. 

We also found that Medicare policies are not sufficient to control the billing of panel 
tests. We found that panels are still generally being billed as individual tests to 
Medicare and that the utilization of laboratory services has continued to increase. Our 
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original recommendation to develop policies and procedures to more appropriately 
reimburse panels remains valid. We are also recommending that HCFA study the 
reinstatement of the beneficiary coinsurance and deductible provisions for clinical 
laboratory services as a means of controlling utilization and require carriers to analyze 
provider practices for aberrances in billing and utilization. 

Further, as a result of enhancements to the electronic media claims system, the 
coordination between carriers and independent laboratories appears to be improving. 

— Therefore, we have no new recommendations regarding the processing of laboratory 
claims. 

The HCFA has concurred with most of our recommendations and has taken, or agreed to

take, corrective action. The HCFA did not concur with our recommendation to reinstate

coinsurance and deductibles for laboratory services. We have considered HCFA’s

comments and have incorporated them, as appropriate, in our final report. We

appreciate the cooperation given us in this audit.


If you have any questions, please call me or have your staff contact George M. Reeb, 
Assistant Inspector General for Health Care Financing Audits at (410) 786-7104. Please 
advise us, within 60 days, on actions taken or plamed on our recommendations. Copies 
of this report are being sent to other interested Department officials. 

To facilitate identification, please refer to Common Identification Number 
A-09-93 -OO056 in all correspondence relating to this report. 

Attachments 
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EXECUTIVE SUMMARY


This review is a follow-up of our report entitled, “Changes Are Needed in the Way Medicare 
Pays for Clinical Laboratory Tests” (A-09-89-0003 1, January 1990). In that report, we 
stated that (1) Medicare was paying more than physicians for the same tests (dual pricing), 
(2) groups of related tests, called panels were billed and paid for at unreduced individual test 
rates (unbundling), and (3) claims processing needed to be streamlined. 

— 

Since our original report was issued, the national fee schedule amounts have been reduced and

further reductions are scheduled by law. Although Medicare is still being charged and is

paying more than physicians for the same tests, the Omnibus Budget Reconciliation Act

(OBRA) of 1993, when fully implemented, should reduce the higher profit rates from

Medicare billings.


Panel tests remain a problem, although the Health Care Financing Administration (HCFA) has

standardized and set national ceilings for organ or disease related panels., Nevertheless,

custom panels - packages developed by the laboratory that do not correspond with defined

organ and disease panels - are still generally being billed as individual tests to Medicare.

Current Medicare guidelines do not address the problem of custom panels as a marketing

mechanism of the laboratory industry nor the problem of the industry billing the contents of

the custom panels individually. Also, HCFA’S policies have not emphasized the medical

necessity element in the processing of claims for clinical laboratory services. ~In our opinion,

these conditions have contributed to a significant increase in the utilization 0[ laboratory

services.


In our 1990 report, laboratory representatives said that it cost more to bill and obtain

reimbursement from Medicare for laboratory services. Since then, enhancements in the

electronic media claims system have addressed many problems cited by we latioratories.

These enhancements have streamlined the system by making the process of handling

electronic claims much more timely and efficient.


We are recommending that HCFA periodically evaluate national fee schedule amounts. We

are also recommending that HCFA develop a method to pay panels at less than fi,dl price for

the individual tests, study reinstating the beneficiary coinsurance, and require carriers to

monitor providers to detect aberrations in utilization and billing.


In a written response to a draft of this report, HCFA concurred with all but one of the

recommendations. The HCFA did not agree to study the reinstatement of beneficiary

coinsurance because it was not proposed in the President’s Fiscal Year 1996 budget statement.
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INTRODUCTION


Third-party payers are 
— not charged .— 

competitive prices 

Laboratories used a 
two-tiered pricing 
system 

A task force was 
established to studj 
the problem 

BACKGROUND 

History of Laboratory Fee Schedules 

Independent laboratorieshave traditionally operated with two price 
lists: one that applies to insurance companies or other third-party 
payers (including Medicare), and a second list of prices that applies to 
physicians and other health providers. Independent laboratories 
depend on physicians to refer patients for testing, and physicians can 
negotiate prices that are reflective of a highly competitive market. 
However, these competitive market forces do not apply for third-party 
payers. Independent laboratories have no incentive to bill third-party 
payers at discounted rates. Therefore, the prices which are charged to 
third-party payers are usually substantially higher than charges to 
physicians. 

We previously discussed this two-tiered pricing situation, which we 
termed discriminatory pricing, in an audit report to HCFA, dated 
March 8, 1982 (“Despite Years of Attention: ClinicaV Laboratory 
Tests Still Cost Medicare/Medicaid Too Much” - AC~ 15-20150). In 
this report, we showed how the Medicare allowances .,for laboratory 
tests, which at the time were based on what providers charged the 
program, exceeded the going market prices that physicians were 
paying for the same tests. We recommended that Medicare (and 
Medicaid) take advantage of these competitive market prices and that 
HCFA not allow laboratories to charge Medicare, (and ‘Medicaid) more 
than they charge physicians for the same tests. 

In response to our report, HCFA established a task force in 1982 with 
representatives of the laboratory industry to explore possible reforms 
to the way in which Medicare paid for clinical laboratory services. 
The task force’s study and report, which was issued February 15, 
1984, led to a major legislative change--converting Medicare 
reimbursement for most laboratory tests to fee schedules. 

The HCFA task force recommended setting Medicare fee schedule 
amounts at less than the then prevailing charges because it believed 
that the prices billed to Medicare did not reflect a competitive market. 
The task force assumed that “the discounted prices of transactions 
between physicians and independent laboratories reasonably 



The Congress 
mandated fee 
schedules 

— 

GAO studii%found fee 
schedule rate too high 

approximate the efficient price of laboratory services in a competitive

marketplace.”


The Deficit Reduction Act of 1984 established the Medicare fee

schedule payment methodology. The fee schedules went into effect in

July 1984 for clinical laboratory tests reimbursed under Part B of the

Medicare program. The fee schedule rates applied to tests performed

on outpatients, whether done in physician offices, independent clinical

laboratories, or hospital laboratories. Tests done on hospital

inpatients were not subject to fee schedules, but paid through either

fixed hospital rates or based on reasonable costs by Medicare.


Under the fee schedules, Medicare allowances for laboratory services

varied by geographic location. Different allowances were set by each

contractor (carrier) who processed and paid Medicare Part B claims

billed by physicians or independent laboratories. For outpatient

services, hospital laboratories generally submitted Part B claims to

other contractors, called fiscal intermediaries, who paid according to

these carrier set fees. In general, the fees were established at 60

percent of the Medicare prevailing rate during a base period at each

carrier, and were periodically updated to reflect inflation. Hospital

laboratories were initially paid at 62 percent of the prevailing rate.


Medicare payments for laboratory tests under the fee ,schedules had to

be on the basis of assigned claims. Under this systerp, providers

billing the program had to accept the fee schedule allowance as

payment in full. In addition, the usual Medicare Part’IB deductible

and coinsurance were waived, relieving beneficiaries~f any liability

for cost sharing on claims for which Medicare made payment.


At the time Medicare fee schedules were origin~ly beihg developed,

we expressed concern to HCFA over setting the rates at 60 percent of

the Medicare prevailing rates. Based on our limited review of prices


available to physicians, we concluded that 60 percent of the Medicare

prevailing rate might be too high.


The Congress, also concerned about the appropriate levels of

Medicare reimbursement for laboratory tests, requested the General

Accounting Office (GAO) to perform two studies of the Medicare fee

schedules. In the first of these studies (HRD-88-32, December 1987),

the GAO reported that the fee schedules, as initially set, did not

produce any significant program savings, although beneficiaries saved

an estimated $313 million due to waived cost sharing on claims for

laboratory services. The second study (HRD-91-59, June 1991)
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involved an analysis of providers’ costs and revenues. It found that 
the laboratories’ cost to perform the tests and bill the Medicare 
program did not support the Medicare fee schedule rates. In fact, the 
laboratories lost money on discount customers but made up the loss 
with profits from third parties such as Medicare. 

The Congress The Congress first modified the fee schedule allowances, effective 

established fee July 1, 1986, by imposing national ceilings, or payment caps, on what 
schedule payment caps individual carriers could pay. These ceilings were initially set at 

115 percent of the median of all carrier rates. Each carrier paid the 
— lowest of the national fee schedule amount, its fee schedule amount, 

t 

Medicare paid an 
average of 90 percent 
more for tests 

or the laboratory’s charge.


In its Fiscal Year 1988 legislative program, HCFA proposed a

reduction in Medicare payment rates for laboratory services, citing

previous studies by the Inspector General and GAO. In response to

this proposal, the Congress mandated specific reductions in the rates,

effective April 1, 1988. Certain tests, including automated

chemistries and other commonly performed tests, were reduced by

8.3 percent. In addition, the national ceilings were limited to the

median of all fee schedule allowances, instead of 115 percent of the

median as was previously used.


Prior Report Findings ,’ 

Our prior report (CIN: A-09-89-00031, January 1990) found that, for 
a statistical sample of claims, the Medicare criteria for paying 
laboratory claims were not adequate to protect the program from 
excessive charges. Our detailed review of 4,120 billings to 211 
physicians revealed that the Medicare payment rates were about 
90 percent more than the amounts which were a~tpall~ paid by 
physicians. Of the 26 independent clinical laboratories we surveyed, 
19 had established separate price lists for their physician and other 
health provider customers. While the price lists for physicians 
showed lower rates than those billed to Medicare and other third-party 
payers, we found that most physicians were given additional discounts 
from the price lists. 

The Medicare rates did not exceed the physician prices on all tests. 
Medicare paid more for common, high-volume services such as panels 
and automated chemistries but paid less for certain low-volume tests 
such as human immunodeficiency virus antibody. Some of the most 
dramatic differences in prices in our sample occurred when physicians 
ordered custom panels - packages developed by the laboratory that do 
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Medicare was being 
overcharged for panels 

— 

Laboratories said it 
cost more to bill 
Medicare 

I 
i 

Laboratories 
overlooked the fact 
that Medicare was a 
large volume payer 

not correspond with defined organ and disease panels. These services 
consisted of certain combinations of tests that, when ordered as a 
group, were offered to physicians as a package at reduced rates. 

Even though custom panels or packages of tests were common, 
Medicare did not ensure that reasonable prices were paid, that is that 
Medicare benefitted from the package discount. For the most part, 
Medicare paid for panels as individual tests at the full fee schedule 
allowances. Also, no national ceilings were set for any of the billing 
codes established for packages billed as panels. Medicare, unlike 
physicians, generally did not benefit when standard panels tests were 
ordered from the laboratories. For the 1,525 panels in our sample, 
Medicare was paying an average of 176 percent more than the 
physicians for the same tests. 

When we asked laboratory representatives why they charged Medicare 
more than physicians, the most common response was that it cost 
more to bill and obtain reimbursement from Medicare. As an 
example, representatives at one laboratory showed us a stack of 
checks they had just received from Medicare. The laboratory, they 
explained, had billed for some 500 Medicare patients, using a single 
computer tape. Instead of issuing just one check for the entire billing, 
as its physician customers did, the laboratory’s carrier had paid with a 
separate check for each patient. The carrier’s use of separate checks 
for each patient obviously was inefficient and unnecessary from the 
perspective of both the laboratory and the Medicare program. 

We also noted that, although the laboratories provided evidence that 
Medicare needed to sirnpli~ the way in which it processed and paid 
claims, they overlooked the fact that Medicare was a large volume 
payer of tests. Because Medicare was such a large volbrne payer of 
tests, we believed a strong case could be made for Medicare paying 
less than physicians. We had based this opinion, in part, on a 1987 
Smith Barney Research report on the clinical laboratory industry 
which estimated that Medicare represented 10 to 20 percent of the 
total testing performed. 

SCOPE OF AUDIT 

Our audit was made in accordance with generally accepted 
government auditing standards. The primary purpose of our review 
was to evaluate the actions taken by HCFA to implement the 
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recommendations made in our report entitled, “Changes Are Needed 
in the Way Medicare Pays for Clinical Laboratory Tests” 
(A-09-89-0003 

The objectives 

J 

d 

J 

To accomplish 

1). 

of the review were to determine if HCFA: 

proposed legislation to make across-the-board 
adjustments in Medicare laboratory fee schedules to 
bring them in line with the prices which laboratories 
charge in a competitive marketplace; 

developed policies and procedures, including any 
needed legislative changes, to ensure that the program 
benefits from reduced prices when panels are ordered 
on behalf of Medicare patients; and 

worked with carriers to fi.uther streamline the 
processing of Medicare claims for laboratory services. 

the first objective, we obtained ud evaluated the 
legislative proposals and legislation passed to adjust the fee schedule. 
We determined if the proposed legislation and any associated program 
memoranda would serve as corrective actions. We determined if 
there had been other changes to the Medicare program that would 

,	 affect pricing. We also determined if prices were now more in line 
with what laboratories charge their physician clients. ~We inquired 
whether the use of the OffIce of Inspector General (OIG) sanction 
authority as suggested by HCFA was a practical solution to the 
problem. � 

To accomplish the second objective, we obtained and evaluated the 
program memoranda issued to the carriers. We ~evieded the results 
of HCFA’S survey of carrier profiles that was performed in response 
to our prior report. The purpose of the survey was to determine the 
carriers’ policies relating to the definition and pricing of profiles. We 
obtained the original and revised panel codes as of April 1, 1993 
(80050 through 80092) and determined what changes had been made. 
We reviewed the instructions sent to carriers and determined if HCFA 
told the carriers to properly associate the tests and individual 
components of each panel. We reviewed current industry practices of 
major laboratory chains. 

To accomplish the final objective, we reviewed the increased use of 
electronic claims processing and its simplification of the billing 
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process. We also reviewed the new Common Working File and 
evaluated its implications for laboratory claims. 

Other than the issues discussed in the FINDINGS AND 
RECOMMENDATIONS section of this report, we found no instances 
of noncompliance with applicable laws and regulations. For those 
items not tested, nothing came to our attention to cause us to believe 
that untested items would produce different results. 

Our field work was performed between March 1993 and September 
— – 1995. 
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Medicare is still 
paying more than 

—	 physicians for the -– 
same tests 

1993 OBRA will 
jimther reduce fee caps 

Section 1128 sanction 
authori~ 

FINDINGS AND RECOMMENDATIONS 

DUAL PRICING 

Medicare is being charged and is continuing to pay independent 
laboratories more than physicians pay laboratories for the same tests. 
However, when the OBRA of 1993 is fully implemented, it will 
reduce the national Medicare fee cap to 76 percent of the median of 
carrier prices. This reduction, according to a GAO report, will reduce 
the higher profit rates from Medicare billings. 

In response to our original report, HCFA said it would consider 
gradual reductions in the national ceiling. Based on the HCFA 
proposal, the Congress implemented reductions in the national ceiling. 
Since our report was originally issued, the national fee ceiling has 
been reduced from 100 percent of the median of the carriers’ prices. 
The OBRA of 1993 reduced the national Medicare fee cap from 84 
percent to 80 percent of the median in 1995 and to 76 percent in 
1996. 

The reduction to 76 percent in 1996 was based on a $eview performed 
by GAO. In its report (HRD-91-59, June 1991), GAO found that 
Medicare has been subsidizing the costs of tests run By the 
independent laboratories for their other customers. The report 
concluded that if the national cap were set at 76 percent of the 
median of the fee schedules, the laboratories would lose the financial 
advantage fi-om Medicare. However, these reductions to the fee 
schedule do not address the problems of increased utilization of 
laboratory services. 

The HCFA’S response to our January 1990 report suggested that OIG 
could solve the problem of dual pricing by exercising its sanction 
authority in section 1128(b)(6) of the Social Security Act. However, 
in this instance, this sanction authority is not the preferred mechanism 
to efilciently protect program resources. Rather, HCFA should 
consider policy changes that will address the underlying issues 
involved in dual pricing, unbundling, and overutilization of clinical 
laboratory services. 

7




Dual Pricing - Recommendation 

As HCFA continues to implement the provisions of OBRA 1993, it 
needs to address the problem of excessive charges to the Medicare 
program. We recommend that HCFA periodically evaluate the 
national fee schedule to ensure that it is in line with the prices that 
physicians pay for clinical laboratory tests. 

HCFA Comments 

— -– The HCFA concurred with this recommendation. 

UNBUNDLING 

Medicare paid Our January 1990 report found that the Medicare policies were not 
substantially more for sufficient to control the billing of custom panels. During our review 
panels than physicians of a statistical sample of claims, we found that 37 percent of orders 
paid from physicians were for custom panels. These custom panels were 

generally offered to the physicians at specially discounted prices. 
Most of these panels were, however, billed to the Medicare program 
as individual tests, not as a panel. As a result, Medicare reimbursed 
for the tests at significantly higher rates than the discounted rates 
charged to physicians. For the panels in the sample, ,Nfedicare paid, 
on average, 176 percent more than the physicians paid for the tests. 

Medicare law and Based on the Social Security Act, section 1862, no payment can be 
guidelines	 made for items and services that are not reasonable ortnecessary. The 

Medicare Carriers Manual (MCM) recognizes specially designed 
battery or profile tests (chemistry profiles) provkjed by independent 
laboratories to enable their physician clients to evaluate a patient’s 
condition or the patient’s response to a prescribed course of treatment. 
The MCM also recognizes that some tests in the battery may not be 
medically necessary and, therefore, not covered. The MCM provides 
that if only some tests in a battery are covered, payment cannot 
exceed the amount that would have been paid if the covered tests had 
been ordered individually from the laboratory. The same section also 
states that “In no event, however, may payment for the covered tests 
exceed the payment allowance for the battery. ” The MCM further 
states that “...the cost of a battery of tests is ordinarily low as 
compared with the costs of tests performed individually ....” 
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HCFA surveyed 
carriers about organ 
or disease related 
panels 

Laboratories still 
billing panels as 
separate tests 

Physicians were 
misled into ordering 
expensive tests 

No similar rules have been set for panels. Until July 1993, no 
specific national limitation amounts had been set. The only 
comments in the MCM were that the individual tests that comprise 
the panels were subject to the national limitation and, where 
applicable, to the adjusted fee schedule. The carriers were to ensure 
that the payment allowance for the panels did not exceed the lower of 
the sum of the applicable fee schedule amounts for the individual tests 
in the panels or the sum of the fee schedule amount established for 
the panels by the carrier. These criteria are inadequate and do not 
prevent Medicare from being overcharged for panels nor from paying 
for tests that are not medically necessary. 

The HCFA initially responded to our 1990 report by advising each 
carrier to (1) determine the tests included in each panel; (2) ensure 
that the amount paid for the panels does not exceed the sum of the 
fee schedule amounts or national limitations, if lower, of the 
individual tests; and (3) report the test content and payment allowance 
for the common panels to HCFA for possible establishment of 
national limitations on those panels with standard definitions. 

Although HCFA requested detailed reporting about the contents of the 
organ panels from the carriers, the carriers did not filly comply with 
the request. The HCFA did not follow up to get the information for 
all of the carriers nor did it do anything with the information to 
monitor the carriers’ administration of the orgaddise~e panels. Our 
Philadelphia Region has recently found that the Pennsylvania carrier 
had been setting the price for some panels at a level kgher than the 
component tests. For example, the lipid panels were overpaid as 
much as $11.37 per test in Pennsylvania. Our report (A-03-93-00025, 
issued August 2, 1993) identified potential overpayments of $12.6 
million for organ or disease related panels procqs.ed by one carrier in 
its five service areas for the 28-month period ended April 30, 1993. 

Based on current surveys of major laboratory chains, we found that, 
generally, custom panels are still being billed as individual tests to 
Medicare. For example, a custom panel consisting of a chemistry 
profile, ferritin and cholesterol was billed by a laboratory in 1992 to 
its physician clients for $16.00 or less, but billed to Medicare for 
$64.75. Medicare was allowing $47.80 for the three tests. 

A recent review at one major laboratory chain demonstrates why this 
is a significant problem. The laboratory was using custom panels 
with inexpensive price tags to market tests to its physician clients. 
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Test utilization has 
jumped since our last 
report 

For example, the tests added to the chemistry profile in its basic 
custom panel were advertised as “at no additional costs to you [the 
physician].” Thus, the physicians were misled into ordering the 
custom panel instead of the simple chemistry profile because the 
patient could potentially benefit from the additional screening tests 
that were “free.” 

The ordering physicians were not aware that some of the tests in the 
custom panel were billed separately to Medicare. Therefore, tests that 
were not medically necessary were being routinely ordered by the 
physicians and paid for by the Medicare program. There was no 
identification on the claim that each test was or was not separately 
ordered by the physician. 

Unfortunately for the Medicare program, the tests generally are not 
free, nor may all of the tests be medically necessary. One laboratory 
pled guilty to criminal false claims against the Civilian Health and 
Medical Program of the Uniformed Services (CHAMPUS) and 
refunded about $110 million to the Medicare, Medicaid, and 
CHAMPUS programs for its marketing practices for custom panels. 

Since the period covered by our 1990 report, the utilization of 
laboratory services has significantly increased. One of the main 
reasons for the increased activity could be the increased use of custom 
panel packages to sell more laboratory tests. Although the national 
fee schedule has been reduced (limiting the maxim~ reimbursement 
for individual tests) the average amount billed per beneficiary has 
gone up. The laboratories may have compensated for lower prices by 
getting physicians to order more tests, thus increasing utilization. (See 
~ttached E~BIT.) 

,-
The accompanying chart shows that for the period 1986 through 1993

the Medicare population remained essentially flat, increasing by only

14 percent, whereas the frequency of testing increased 96 percent

(125.5 million to 245.4 million tests billed). The increasing

frequency of testing was one of the main reasons the allowed charges

rose by 162 percent ($1,054 million to $2,765 million allowed).


Although the physician orders the clinical laboratory tests, the

laboratory bills the Medicare program directly. As a result, the

physician generally does not have knowledge of how the tests are

billed to Medicare.
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HCFA creates a 
national jiaud unit 

Panels are 
standardized and new 
codes created 

Further, the Medicare beneficiary has no incentive to control this 
jump in utilization because there is no deductible or coinsurance for 
clinical laboratory services and Medicare pays 100 percent of the 
allowed charge. In addition, the carriers have reduced or eliminated 
the notices that they send to beneficiaries concerning the payments 
made on their behalf for clinical laboratory services. If the 
beneficiary paid the 20 percent coinsurance or received a notice of the 
amount paid on their behalf, there might be an additional control on 
utilization. 

To address these issues, in 1993 HCFA established a new unit 
dedicated to detecting Medicare fraud. This unit is currently studying 
the laboratory industry and its abusive practices. This unit will be 
issuing directives to the carriers about how to identifi and control 
abusive practices and may also recommend changes to the program 
depending on their findings. The unit has already issued alerts to the 
carriers about the abuses of panel billing. 

Together with the American Medical Association, HCFA has defined 
panel codes in the 1993 version of the physicians’ Current Procedural 
Terminology (CPT) numbers, 80050-80092. These defined panels 
actually list the component tests for the panels and HCFA set prices 
on the national fee ceiling based on the component test prices. 
However, HCFA does not mandate the use of the paqel numbers and 
allows providers to bill the components separately. ., 

Unbundling - Recommendations 

We had initially recommended that HCFA develpp policies and 
procedures, including any needed legislative changes, to ensure that 
the program benefits from reduced prices when panels are ordered on 
beh~f of Medicare patients. This recommendation remains valid. 

We further recommend that HCFA: 

1.	 develop a methodology and legislative proposal to 
address paying for tests ordered as custom panels at 
substantially less than the full price for individual tests; 
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2.	 study reinstating the coinsurance and deductible 
provisions for laboratory services as a means of 
controlling utilization; and 

3.	 require the carriers to analyze provider practices for 
aberrations in billing and utilization. 

HCFA Comments and OIG Response 

For recommendation one, HCFA concurred to the extent Medicare 
continues to recognize custom panels. HCFA also encouraged OIG— 
assistance in the effort. 

For recommendation two, HCFA did not concur because the 
President’s Fiscal Year 1996 budget statement includes no proposal 
for coinsurance or deductibles for laboratory tests. We continue to 
believe that beneficiary coinsurance, a standard provision of the 
Medicare program, should be reconsidered as a means of controlling 
laboratory utilization. 

For recommendation three, HCFA concurred. 

Improvements in the 
handling of electronic 
media claims have 
solved many billing 
problems 

STREAMLINE PROCESSING 

In our 1990 report, laboratories’ representatives discldsed that it cost 
more to bill and obtain reimbursement from Medicarf for laboratory 
services. Since that time, the enhancements in the electronic media 
claims seem to have addressed many of the problems identified by the 
laboratories. Generally, independent clinical laboratories now use 
electronic means to file claims with Medicare. Also, the coordination 
between carriers and independent clinical laboratories appears to be 
improving. 

The independent laboratories are paid the lower of the amount billed, 
the local carrier fee schedule or a national fee schedule limitation. 
The laboratory is required to bill using the CPT-4 coding system for 
uniformity. 

The HCFA has been promoting and streamlining the electronic media 
claims. The system now requires that the carriers have the capability 
to accommodate on line status query of claims from the provider. 
“Clean” electronic claims (those without significant problems) must be 
paid between 14 and 30 days after receipt. Effective in 1993, the 
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carriers began to provide electronic fund transfer payments directly 
to the providers’ bank accounts with electronic remittance advice. 

— HCFA TECHNICAfi 

Streamline Processing - Recommendations 

Enhancements in the electronic media claims system have addressed 
many problems cited in our 1990 report. We have no new 
recommendations in this area. 

COMMENTS AND OIG RESPONSE 

The HCFA comments raised several questions about physicians’ 
office laboratories (POLS), specifically whether or not the report 
covered them. Although HCFA raises some interesting questions 
about potential overutilization in POLS, our Scope section 
specifically states that this report is only intended to address the 
corrective actions taken by HCFA to our earlier report. That 
report’s stated objective was “...to compare Medicare payment rates 
for clinical laboratory tests to the prices which large commercial 
laboratories charged physicians.” It was not intended to address 
POLS. 

,,* 
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DATE 
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SUBJECT 
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, 
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T-* 4C- .- if-,:.;. 
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LW1619S5 
J!WW 

BruceC. Vladeck’ 
Administrator $ 

Office of Irqector Omeralhail Report FollowupReportto“ChmgeSAre 
NeededintheWayMedicarePaysforCliicd LsboretwTcats” 
(A-G9-93-00056) 

June.GibbsBrown 
hspeclorGeneral 

! We reviewedthe above-rc~%&rrceddraflreportwhichdiacu~ the reimbursementof clinical 
[aborato~ servixs underMe&wePartB. Ourdaailcd commentsareanached. 
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n WCFAI CO~ 
Ot%ceof -r Kl1G~n FoljQwtlnRCDOTtto “ChangSS Are ?’Jeededin the 

“ WIN hf~icafe Pfly$ for &fi~c~ Laboratow T­

— fA-Q9-9340056) 

. ~ 
HCFAsbouidensurethatthesectionof the OmnibusBudgetReconciliationAct (OBRA)of 1993 
withpmisions for independentlaboratoriesis fidtyintphxnented. 

UCFA R~~n~ 

wearcconc~ thatWe concur. However, therccommndaticm cooid be rois@nixTwM to 
imply that we am not properly implementing the OBRA provisions. There is nothingto sugges 

HCFAhashiled andfor thisreasonwe suggest thatthat or wiJlfailto implementthe“@ovisioIM 
this McOmmdation be dropped&onlthe rcpon. 

thenational toensure isinHcFA- -Y evaluet. t%sclmdule thatthefe sclmd~e 
linewitltthe@ces bomtowte$ts`tilmpl@ilnspayforcliaiclllh 

,,, 
HCFA&SRQKM

We emcur, In edd~ we wekome C)IG’SoffkrOfa@SWW a@CFAdoesnothavewkessta

laboratory orp!@cianrecords that would Allow us to determine prices Ie$omtoria Clwge other


custoatus or Wltu pbysiciem arc paying fw laboratorytests. 
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Due to ImitationsOSI lkakb hrntranoethe Medicare/Medicaid CommonClaimForm 
(HCFA-15LM3asW@ U krne!reafd formatsof theK!FA C4MtMSC!01’S’standad sysr~ we 

— 
are Iiiiileit to she timber of tests (i.e., lie items)&t canbe biikd on a singlechink We en 
limitedtosixlinesof codingontheHCFA.1500.Eachlinerepresentsa U test. Thweforq arry 
custompenalwldch has more than six Moratory tests willrequire 4 second or possibly a third 
Aim tixrn 

M@~~~tie Mdto]lkofk~ ~tihti&r~rds. These 
recordsincludethe *L sum endhistoryreurrds. Wheneve a daint exceeds11 linesof 
codqs seed claimsword will be required. of bowtheclaimissubmittedRegardless (paperor 

systems mtrabemadetolinkallclaims thesystemekronkdy) extenske changea within for 
pmmasingaodmiew of provider practti foraberrancesinMU@andutiktion 4s

recommendedby the OIG.


RecommQK!@d

HCFA sbcxdddevelops methodologyandIe@Mive proposalto add;esspqiq for tests ordered

as custompanelsat substantiallyless thenthe fill pricefw individualtests,


HCFAR~

Weconcurtotheexterrt torem@zecuetom
thatwecontinue patw!s.@ devebpmurt,cIfen 
apprqwiw price shouldbe eddr~ M part of an OWSU strategy ;Odeal* dualprickg.We 

@ asshnw ofoIa intldseff” k-s rMew ofwhatlegisht~.-#wcdd WdCOrSK changes 
maybeappropriate authority M .,tothesancdon in*on 1128 of theSocialSecurky 

~

HCFA shniddstudyrehstM@ tbacoinsuranceanddeductibleprovisionsfti iabtory’senke.s

a4a meausofrxrnsroiiistg
dizatkm. 

Wedojioteoncw TltePre4i&dsFiiYear(FY) 19%budgetatatem4ntitt@ea rtop&poaai 
for coimmmx ot de&dblea &r laboratorytests+ 

EICFAshotddmquirethecarriertoadyzeproviderpracdcufbrdiemcw$ “ inbiiliagaad 

Weconcur. We*tib=lW~*wmer*d@tiMa~ w’ 
lRev%v(FMR). To@kmentFNRws Ophr@emsntheuscdMedka rier$W#t!XpC Ct4dtOdmd 

m~a-dtieto-*&@mti-@mM~a 
ti-Qti&wMw-tie ~ropti&ti~M@W=ti -
fir resolvingproblemswhich resultfrontinappropriatepatterns.in 1#4, espartofttreirI%flt 
&o~ cdrriti were requitedto dewelopmethodatopfadfe@y&ana’ orde&g d refkmhg 
partern%We@ contke doing thatin FYs 1995 aud 1996. 
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I@kal coQu!lm 
—	 1/isnot dear wbcthcrthia reportapcak$onlyto indcpcndcntlabOMtOry @J biUifIg Or ifit 

includes phyakid offi laboratories (POLs), which arc a major provider of lsb sctviceaunder 
Medicare Mti~Mtti@d~ti~ti ofltintW-~~L%ti mightbc 
interestingto datermittc how POL biing practiwacompsreto @ andif the same 
rCmmdationa applyto thst acewio, 

On page 10 of the re~ it is indicatedthatutilizationof laboratoryservicesha increased 
significrmtiy.Tbe paragraphgoes oa to indiuta thatILSarc& primatycame. POIAhxveSISO 
dranmtidly increasedted V&W. DOthey unbutdle also? W mtrahts carI& hthd 
concerning POL utiktiotr and Medicsm bhg on tests orderedby thep!tyaiciannndpdofmed 

by rhePOL7 

OttWCS load 11. aa-bti~~tigdy domthntidgeofbw 
tests arcfd&d to Medkm. !%ncemanyph@ti ~vide laboratoryscst@ intheirdices. wc 
are oot sum this sta~.~cruis corroL%htfh@ infortnstionfiomthe 1993 hrtB Medicarahnual 
Data Rcpoftiodicata that POLsbi1180dmcchcawh5tan@“ amount under Mcdicartfor 
diagnostic laboratory tests 


