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 SECTION III:  OTHER ACCOMPANYING INFORMATION 
This section contains the HHS Inspector General’s summary of the most significant management and 
performance challenges facing the Department, the Department’s response to the Inspector General’s 
assessment, HHS’ detailed Improper Payments Information Act of 2002 Report, and Other Supplemental 
Financial Information. 
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November 14, 2008 

TO:  The Secretary 

  Through: DS    ____________ 

    COS ____________ 

    ES    ____________ 

 

FROM:  Inspector General 

 

SUBJECT: Top Management and Performance Challenges of the Department of 

  Health and Human Services for Fiscal Year 2008 

 

This memorandum transmits the Office of Inspector General’s (OIG) list of top management and 
performance challenges facing the Department of Health and Human Services (Department) in fiscal year 
(FY) 2008.  The Reports Consolidation Act of 2000, Public Law 106-531, requires 

OIG to identify these management challenges, asses the Department’s progress in addressing each 
challenge, and submit this statement to the Department annually. 

 

OIG’s list of top management and performance challenges for FY 2008 includes the following: 

 

 Oversight of Medicare Part D 
 Medicare Integrity 
 Medicaid and SCHIP Integrity 
 Quality of Care 
 Emergency Preparedness and Response 
 Oversight of Food, Drugs, and Medical Devices 
 Grants Management 
 Integrity of Information Systems and the Implementation of Health Information Technology 
 Ethics Program Oversight and Enforcement 

 

OIG looks forward to continuing to work with the Department to identify and implement strategies to 
protect the integrity of the Department’s programs and the well-being of the beneficiaries of these 
programs.  If you have any questions or comments, please contact me, or your staff may contact Clare 
Barnard, Director of External Affairs, at (202) 205-9523 or Claire.Bernard@oig.hhs.gov. 

 

 

     Daniel R. Levinson 
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FY 2008 TOP MANAGEMENT AND PERFORMANCE CHALLENGES IDENTIFIED 
BY THE OFFICE OF THE INSPECTOR GENERAL 

 

Management Issue 1:  Oversight of Medicare Part D 
MANAGEMENT CHALLENGE: 

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) established 
Medicare Part D, a voluntary outpatient prescription drug benefit available to all Medicare beneficiaries.  
The program took effect on January 1, 2006, and as of January 2007, nearly 24 million beneficiaries were 
enrolled in Part D and almost 7 million additional beneficiaries were enrolled in employer-sponsored plans 
that receive the Retiree Drug Subsidy (RDS).  According to the “2008 Annual Report of the Boards of 
Trustees of the Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds,” 
Part D expenditures for 2007 totaled $49.5 billion.  The magnitude of expenditures and the impact of this 
benefit on beneficiaries, from both health and financial perspectives, make it critical that Medicare Part D 
operate efficiently and effectively and be protected from fraud and abuse. 

The structure and operation of the Part D benefit contain features that present significant management 
challenges.  Part D coverage is provided by private entities, known as drug plan sponsors, that contract 
with the Centers for Medicare & Medicaid Services (CMS) to provide Part D drug benefits.  Qualified 
employer-sponsored plans may also receive the RDS to maintain drug coverage for their Medicare-eligible 
retirees.  Within the Department, CMS bears primary responsibility for implementing and administering 
Part D.  However, administration and oversight of Medicare Part D depend upon extensive coordination 
and information sharing among Federal and State government agencies, drug plan sponsors, contractors, 
health care providers, and third-party payers. 

OIG has identified concerns about limited oversight of Part D, particularly with respect to implementation 
of internal controls to ensure payment accuracy and program safeguards to prevent and detect fraud, 
waste, and abuse.  These vulnerabilities can have significant consequences for Medicare and beneficiaries.  
For example, inaccurate bids by some plan sponsors have resulted in Medicare paying higher subsidies 
and beneficiaries paying higher premiums.  We have also examined and continue to monitor beneficiary 
protections to ensure access to drugs, appropriate cost sharing, and access to accurate information.  Limited 
oversight of plan sponsors’ marketing materials and tracking of beneficiaries’ drug spending, which affects 
their cost-sharing obligations, are among the concerns that we have identified. 

Payment Accuracy and Internal Controls 

Payments to drug plan sponsors based on bids, risk adjustments, and reconciliations add to the 
complexities and challenges of the benefit.  Medicare and beneficiaries share the cost of Part D drug 
coverage.  Medicare pays prospective monthly subsidies to plans and beneficiaries pay monthly premiums.  
The subsidy and premium amounts are based on plan bids, which plan sponsors submit and CMS 
approves prior to the plan year.  Subsequently, Medicare reconciles its payments to plans through a 
multistage process that begins 6 months after the plan year ends.  As part of reconciliation, CMS 
determines whether risk-sharing payments are required.  Risk sharing requires the Federal Government to 
share in sponsors’ unexpected profits and losses, based on risk corridors defined by the MMA.  OIG 
reviews have raised concerns related to the adequacy of CMS’s and sponsors’ internal controls to ensure 
the accuracy of payments by Medicare and beneficiaries.  

In 2007, OIG analyzed preliminary reconciliation amounts and estimated that plan sponsors owed 
Medicare a net total of $4.4 billion for 2006.  Most of the funds that sponsors owed were profits that were 
subject to risk-sharing requirements.  In general, these payments owed to Medicare were caused by 
sponsors overestimating their net costs in their bids.  CMS does not have mechanisms in place to adjust 
prospective payments or to collect funds prior to reconciliation.  As a result, sponsors had the use of over 
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$4 billion owed to Medicare for a significant length of time.  Further, sponsors’ overestimates also resulted 
in higher beneficiary premiums; however, beneficiaries do not recoup money paid in higher premiums.  
OIG is currently reviewing reconciliation amounts owed to Medicare for 2007.   

Additionally, OIG has identified vulnerabilities in CMS’s oversight of bids and plan sponsors’ support for 
their bids.  CMS uses bid audits, which focus on the actuarial assumptions underlying bids, as part of its 
oversight of sponsors’ bids.  OIG found that one-quarter of bid audits completed for plan years 2006 and 
2007 identified at least one material finding, which CMS defines as a significant issue that, if corrected, 
would change the bid.  Both Medicare payments and beneficiary premiums are affected when bid amounts 
are not calculated appropriately.  However, CMS has not adjusted plan sponsors’ bid amounts based on 
bid audit material findings because of timing issues and because some material findings are not 
quantifiable.  Instead, CMS uses bid audits to influence the submission, review, and audit of future bid 
amounts.  Although CMS intends to supplement its bid oversight with information from financial audits, 
as of April 2008, only 4 percent of the required financial audits of plan year 2006 had begun. 

OIG is also auditing drug plan bids to determine whether estimates of price concessions were supported.  
Price concessions include discounts, direct or indirect subsidies, rebates, and other forms of direct or 
indirect remuneration (DIR).  Part D plan sponsors are required to report all negotiated price concession 
data and rebates in full in their bids.  Including price concessions in drug plan bids results in lower 
Medicare payments and beneficiary premiums.  However, our ongoing audit work has preliminarily 
identified some anticipated rebates that were excluded from the bids we reviewed.  Further, because CMS’s 
bid audit protocol focuses on actuarial assumptions and not the accuracy of data, we are concerned that 
CMS’s bid audits would not identify rebates that have been inappropriately excluded. 

In addition, OIG has found deficiencies in internal controls over RDS payments for employer-sponsored 
coverage.  An OIG audit determined that an employer-based sponsor’s gross retiree costs for 2006 included 
retirees who were not qualified for the RDS, resulting in an overstatement of reported gross retiree costs.  
The sponsor did not establish sufficient controls to prevent such incorrect reported costs.  

OIG is conducting additional work on Part D payment accuracy and internal controls, including: 
examining the nature and extent of price concessions received by selected plan sponsors and reported by 
sponsors in their bids and DIR reports; auditing plan sponsors’ support for their reported DIR; comparing 
drug reimbursement amounts by Part D plans to those by State Medicaid programs; and examining 
controls to prevent duplicate payments by Medicaid and Part D, Medicare Parts A and D, Medicare Parts B 
and D, and by multiple Part D plans. 

Program Safeguards 

CMS and drug plan sponsors share responsibility for protecting the Part D program from fraud, waste, and 
abuse.  CMS is responsible for oversight and implementation of safeguards to protect the integrity of the 
Part D benefit.  In an initial review, OIG found that as of October 2006, CMS’s safeguard activities needed 
further development and application.  Although CMS has made progress since then, some of the concerns 
identified in 2006 have not been fully addressed.  For example, we found that in 2006, neither CMS nor the 
Medicare Drug Integrity Contractor (MEDIC) in operation at that time had conducted any significant data 
analysis for fraud detection.  In August 2007, the MEDICs gained access to Part D claims data, but as of 
June 2008, they had not yet analyzed claims data to detect aberrant billing patterns or potential fraud.  CMS 
and the MEDICs have continued to rely largely on incoming complaints to identify fraud and abuse.  In 
addition, in 2006, we found that CMS had let a contract to develop the financial audit program, with an 
expectation that the first audits would begin in January 2008.  However, we found that as of April 2008, 
only 4 percent of the required financial audits of plan year 2006 had begun, and CMS had contracted for 
less than half the required number of audits.   

Additionally, Part D plan sponsors are required to implement compliance plans that include 
comprehensive plans to detect, correct, and prevent fraud, waste, and abuse.  OIG found that as of January 
2006, all prescription drug plan sponsors had compliance plans in place but that only 7 of 79 plan sponsors 
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met all of CMS’s requirements for compliance plans.  Plan sponsors’ compliance plans contained only 
broad outlines of a fraud and abuse plan and did not include details or describe specific processes.  In 
follow-up work, OIG reviewed CMS’s oversight of plan sponsors’ implementation of compliance plans.  
We found that as of August 2008, CMS had conducted only one focused audit of a drug plan sponsor’s 
compliance plan and none of CMS’s routine audits had included compliance plan reviews.  In response to 
our findings in 2006, CMS instructed all plan sponsors to include a compliance plan self-assessment.  
However, CMS’s self-assessment tool did not include all of the requirements for compliance plans and 
CMS did not verify plan sponsors’ responses. 

In other work, OIG found evidence suggesting that additional focus on fraud and abuse detection and 
response by plan sponsors is needed.  Specifically, we found that in the first 6 months of 2007, 24 of 86 plan 
sponsors did not identify any potential fraud and abuse incidents.  Seven plan sponsors accounted for 
90 percent of the incidents identified, and most incidents were associated with pharmacies.  Further, OIG 
found that not all plan sponsors that identified potential fraud and abuse incidents conducted inquiries, 
initiated corrective actions, or made referrals for further investigation.   

OIG’s investigations related to Part D have included cases of alleged fraud involving beneficiaries, 
providers, and plan sponsors.  Specific allegations include drug diversion, forgery/falsification of benefit 
applications, and billing for services not rendered. 

Beneficiary Protections 

OIG also focuses significant attention on beneficiary protections to ensure access to drugs, appropriate cost 
sharing, and access to accurate information.  In June 2008, OIG issued a report that assessed the availability 
of Part D drugs to dual-eligible nursing home residents (dual eligibles are beneficiaries eligible for both 
Medicare and Medicaid).  According to nursing home administrators, medical directors, and long-term 
care (LTC) pharmacy directors, almost all dual-eligible residents are receiving all necessary Part D drugs.  
However, many respondents expressed concerns that Part D formularies may not meet the needs of 
nursing home residents, that the prior authorization process to obtain plan approval for certain drugs was 
burdensome, and that some dual-eligible residents were incorrectly identified as required to pay 
copayments.  OIG also raised concerns about the lack of transparency with respect to incentives created by 
LTC pharmacy rebates.  We found that LTC pharmacies often make recommendations that influence 
physicians’ prescribing decisions for nursing home residents.  However, LTC pharmacies generally do not 
disclose to physicians information about rebates that they receive from drug manufacturers.  This is a 
concern because rebates may create incentives for pharmacies to recommend certain drugs over others 
based on financial considerations as opposed to clinical considerations.  We plan to conduct additional 
work on LTC pharmacy rebates. 

OIG also examined pharmacy participation in and experiences with Medicare Part D, with a focus on 
independent community pharmacies.  We found a high rate of pharmacy participation in 2006─96 percent 
of independent pharmacies in nonmetropolitan areas participated in at least one Part D plan.  However, 
community pharmacies expressed a high rate of dissatisfaction regarding plan sponsors’ contract terms 
and processes.  OIG will continue to monitor beneficiary access to pharmacies participating in Part D. 

In addition, OIG has raised concerns about accurate tracking of beneficiaries’ true out-of-pocket costs 
(TrOOP), which is critical to ensuring that beneficiaries are charged the correct amounts for cost sharing.  
We found that in 2006, CMS conducted limited oversight of sponsors’ tracking of TrOOP and relied 
primarily on sponsors to self-report noncompliance with TrOOP requirements. 

OIG has also identified challenges to outreach to Medicare beneficiaries who may qualify to receive 
assistance with their Part D premiums and copayments through the low-income subsidy.  CMS does not 
have access to a comprehensive source of income data to accurately identify potentially eligible 
beneficiaries who need to apply for the subsidy.  CMS has worked with the Social Security Administration 
and many State and local partners to educate beneficiaries about the subsidy.  However, such efforts could 

U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES | III-5 



FY 2008 AGENCY FINANCIAL REPORT 

be more efficiently targeted if CMS had income data and could focus outreach on the pool of likely eligible 
beneficiaries. 

To make informed decisions, beneficiaries need access to accurate information about available drug plans, 
as well as the rules of Medicare Part D that govern enrollment and termination, among others.  However, 
we have identified deficiencies in drug plan marketing materials and information on plan sponsors’ Web 
sites.  Eighty-five percent of drug plans’ marketing materials for 2007 that we reviewed failed to meet all 
CMS guidelines, in part because CMS’s model documents were not consistent with its guidelines.  These 
deficiencies ranged from omitting required information about PDP benefits and rules to not using the 
required font size for footnotes.  Examples of some more significant deficiencies include omissions of 
required information on the low-income subsidy, explanations that enrollment in a drug plan 
automatically disenrolls the beneficiary from any other Medicare drug plan or managed care plan, and 
statements regarding access to network pharmacies.  In another review, OIG found that a third of plan 
sponsors’ Web sites did not contain all federally required content about receipt and use of Part D benefits.  
Further, 85 percent of these sponsors’ Web sites did not meet at least one of the Federal requirements for 
Web site accessibility for individuals with disabilities.  These problems could affect beneficiaries’ access to 
needed information.  

Ongoing OIG work assesses the accuracy of selected Part D plans’ drug prices provided on the Medicare 
Prescription Drug Plan Finder (Plan Finder), a Web-based tool that enables beneficiaries to compare drug 
prices and costs across drug plans.  We are comparing plans’ retail drug prices as posted on Plan Finder to 
actual drug costs on corresponding prescription drug event claims.  OIG is also investigating cases of 
potential fraud in Part D marketing. 

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

Payment Accuracy and Internal Controls 

With respect to reconciliation amounts owed in 2006, CMS believes that the variance between prospective 
and reconciled payments will markedly decrease over time as actual program data become available to 
CMS and drug plan sponsors, thus eliminating this as an issue.  Preliminary estimates indicate that 
amounts plan sponsors owe to Medicare for 2007 will be significantly lower than amounts owed for 2006.  
CMS also stated that it has no legal authority to implement an interim reconciliation process. 

CMS agreed with OIG’s recommendation that the data collected from the 2006 and subsequent plan years 
be used in the review of future bid submissions.  Bids for 2008 were the first bids for which base year data 
from 2006 were available.  CMS has made some progress regarding its use of bid audits.  In particular, 
beginning with the plan year 2008 bid, bid reviewers are instructed to ensure that issues identified in prior 
bid audits were addressed and not repeated.   

To strengthen the bid audit process, CMS stated that it will consider using the authority it has to ensure 
that Part D sponsors comply with Part D operational requirements.  With respect to financial audits, CMS 
reported that funding challenges prevent it from carrying out the statutory requirement to complete 
financial audits on one-third of plan sponsors annually.  Because of these financial constraints, CMS stated 
that it is revising the audit protocols to conduct financial audits in the most efficient manner possible. 

Program Safeguards 

CMS has demonstrated progress in protecting Medicare Part D from fraud and abuse, but further 
implementation of safeguards is needed.  Many safeguard activities are to be conducted by CMS’s 
MEDICs.  MEDIC responsibilities include responding to and investigating beneficiary complaints, 
proactively analyzing Part D data to identify suspicious activities, making referrals to OIG, and fulfilling 
data requests from law enforcement.  To carry out these responsibilities, MEDICs require access to Part D 
data.  In the summer of 2007, MEDICs were granted interim access to the Integrated Data Repository, 
which houses prescription drug event data.  Access to Part D data has enabled MEDICs to follow up on 

III-6 | U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES  



FY 2008 AGENCY FINANCIAL REPORT 

complaints and fulfill data requests; however, MEDICs have not conducted data analysis to identify 
potential fraud. 

CMS has entered into a contract to develop a centralized data repository, known as One Program Integrity 
System Integrator (One PI).  This database is intended to warehouse data on Medicare Parts A, B, and D 
and on Medicaid.  The primary purpose of One PI is to establish an enterprise resource that will provide a 
single source of information for all CMS fraud, waste, and abuse activities.  When developed, One PI is 
expected to offer powerful data analysis and fraud detection tools.  However, the target implementation 
date for One PI has been delayed and CMS has not provided a new expected timeframe for completion and 
operability. 

In 2007, CMS commenced its routine compliance audits of drug plan sponsors.  According to CMS, it is 
working on strengthening its oversight of Part D sponsors by improving its method for identifying 
sponsors for compliance audits.  Its strategy is to identify the appropriate level of effort that the agency 
must undertake to ensure implementation of and adherence to program oversight controls.  By utilizing 
the Part D reporting requirements, input from the plan managers, and Part D data analysis, CMS identifies 
organizations and program areas representing the greatest compliance risks to Medicare beneficiaries and 
the Government. 

In its response to OIG’s 2006 report on drug plan sponsors’ compliance plans, CMS indicated that it 
planned to conduct routine audits of PDP sponsors’ compliance plans beginning in 2007.  However, CMS 
conducted only one focused audit of a drug plan sponsor’s compliance plan in 2007.  As of early August 
2008, CMS had not conducted any routine audits of PDP sponsors’ compliance plans.  In response to OIG’s 
2008 follow-up report, CMS stated that it will begin audits of Part D sponsors’ compliance plans in the near 
future.  These audits will consist of a limited number of desk audits; however, CMS stated that as more 
resources become available, it would include more audits, additional onsite reviews, and other more 
comprehensive fraud prevention activities. 

In response to OIG’s report on plan sponsors’ identification of potential fraud incidents, CMS stated its 
intentions to follow up with the MEDICs, revise reporting requirements, and provide guidance to plan 
sponsors on incident tracking.  CMS also concurred with our recommendation to determine whether the 
sponsors that identified potential fraud and abuse initiated inquiries and corrective actions, as required, 
and made referrals for further investigation. 

In addition, effective January 2009, as part of their required compliance plans, Part D sponsors will be 
required to provide to their contractors (first tier, downstream, and related entities) appropriate fraud, 
waste, and abuse training.  In October 2008, CMS issued a memorandum to Part D sponsors providing 
details about this requirement and stating that CMS is working with associations to assist industry in 
developing a training program that meets these requirements. 

At the time of our 2006 review of CMS safeguards, CMS had released only five chapters of the 
“Prescription Drug Benefit Manual.”  Although this manual is still incomplete, as of October 2008, CMS 
had issued 10 chapters (at least 18 chapters are anticipated).  The guidance provided in these chapters 
addresses marketing; enrollment and disenrollment; creditable coverage; benefits and beneficiary 
protections; formulary requirements; medication therapy management and quality improvement; fraud, 
waste, and abuse; coordination of benefits; and enrollee grievances, coverage determinations and appeals; 
as well as general provisions.   

Beneficiary Protections 

In response to concerns regarding availability of Part D drugs to dual-eligible nursing home residents, 
CMS stated that it will work with its partners and monitor complaints regarding formularies, adjust the 
formulary review process as necessary, and consider our recommendations as it constructs the formulary 
review checks for calendar year 2009.  CMS also agreed to continue to work with sponsors to improve the 
prior authorization process.  In addition, CMS indicated that it would update its guidance in the next 
revision of Chapter 6 of the “Prescription Drug Benefit Manual” and ensure that beneficiaries in nursing 
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homes have access to an emergency supply of drugs anytime during the plan year.  Further, as CMS 
continues to work with LTC partners and providers, it will emphasize protections available to beneficiaries 
in nursing homes.  CMS is also taking a number of steps to ensure that dual-eligible nursing home 
residents are not inappropriately charged copayments for Part D drugs.  CMS disagreed with OIG’s 
recommendation that it should consider methods to encourage LTC pharmacies to disclose to physicians 
information about drug rebates because it does not have the authority to require such disclosures.  CMS 
noted that it requires plan sponsors to collect and review information regarding rebates received by their 
network LTC pharmacies.  

With respect to oversight of plan sponsors’ tracking of TrOOP, CMS indicated that it will continue to use 
sponsors’ self-reports to identify noncompliance.  In addition, CMS reported its intent to use Part D claims 
data to review TrOOP accumulation after reconciliation activities for 2006 have been completed.  CMS also 
stated that the financial audits of drug plans would include an examination of how Part D plans track 
TrOOP costs.  However, as discussed, these financial audits have been slow to materialize. 

 

Management Issue 2:  Medicare Integrity 

MANAGEMENT CHALLENGE: 

Because of the size and scope of the Medicare program, errors in payment can quickly add up to billions of 
dollars in losses to the Trust Fund and to taxpayers.  In fiscal year (FY) 2007, Medicare benefit payments 
totaled about $413 billion for services provided to approximately 44 million beneficiaries.  The 2008 Annual 
Report of the Board of Trustees projects that by the year 2017, Medicare expenditures will have more than 
doubled, to $881 billion, and the number of Medicare beneficiaries will have grown to close to 57 million. 

With increasing dollars at stake and a growing beneficiary population, the importance and the challenges 
of safeguarding this program are greater than ever.  Additionally, fraud, waste, and abuse schemes have 
become increasingly sophisticated and constantly adapt in response to the latest oversight efforts by 
Congress, CMS, OIG, and our law enforcement partners. 

To ensure both the solvency of the Trust Fund and beneficiaries’ continued access to quality services, 
correct and appropriate payments must be made for properly rendered services.  OIG’s work in this area is 
aimed at identifying and recommending methods to minimize inappropriate payments; holding 
accountable unscrupulous providers who defraud the program; identifying ways to close loopholes being 
exploited; and examining payment and pricing methods to ensure that Medicare, its beneficiaries, and 
taxpayers realize value for program expenditures.  For example, OIG has recently focused oversight efforts 
in the areas of durable medical equipment, prosthetics, orthotics, and supplies (DMEPOS); infusion 
services; Part B prescription drugs; inpatient services; and physician and other health professional services.  
Additionally, OIG continues to monitor the adequacy of CMS’s internal controls and oversight activities 
that are designed to ensure that payments are made properly and funds are properly accounted for, and to 
protect the program against fraudulent activity.  OIG’s activities related to ensuring the integrity of the 
Medicare Part D prescription drug benefit and quality of care are discussed in Management Issues 1 and 4, 
respectively. 

Payment Error Rate 

The Improper Payments Information Act of 2002 (IPIA) requires the heads of Federal agencies with any 
program or activity that has estimated improper payments exceeding $10 million to report to Congress the 
agency’s estimates of the improper payments and the actions the agency is taking to reduce those 
payments.  Prior to the enactment of IPIA, OIG developed and reported on the annual Medicare fee-for-
service paid claims error rate (FYs 1996 through 2002).  In FY 2003, CMS assumed responsibility for 
conducting the Medicare Fee-For-Service error rate process under its Comprehensive Error Rate Testing 
(CERT) program and Hospital Payment Monitoring Program and reporting the national error rates to 
Congress for each fiscal year in accordance with IPIA.  From 2004 through 2006, the error rate declined 
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from 10.1 percent for FY 2004, to 5.2 percent for FY 2005 and 4.4 percent for FY 2006.  In its 2007 financial 
report, CMS reported a gross paid claims error rate (overpayments plus underpayments) of 3.9 percent 
($10.8 billion) for the fiscal year. 

Although the overall Medicare fee-for-service payment error rate has decreased in recent years, the 
increasing size and scope of the Medicare program means that even a lower error rate still has a significant 
fiscal impact.  Additionally, OIG is concerned that the error rates for certain provider types may be 
understated.  Specifically, through the review of additional medical records and interviews with 
beneficiaries and providers, an OIG audit of the CERT DMEPOS error rate determination for FY 2006 
found a 28.9-percent error rate in the CERT DMEPOS sample.  OIG has recently initiated a similar audit of 
the home health error rate computation. 

Specific Program Area Vulnerabilities 

Improper payments and problems in specific parts of the program continue to be identified by OIG audits, 
evaluations and investigations.  These reviews have revealed payments for unallowable services, improper 
coding, and other types of improper payments.  Improper payments range from reimbursement for 
services provided but inadequately documented and inadvertent mistakes to outright fraud and abuse.  
OIG has also determined that, for certain items and services, Medicare’s reimbursement rate is too high, 
thus potentially resulting in wasteful expenditures. 

Durable Medical Equipment Suppliers and Infusion Services 

OIG continues to identify significant vulnerabilities related to Medicare payments for DMEPOS, including 
(1) DME suppliers circumventing enrollment and billing controls and defrauding the program, (2) high 
improper payment rates for certain types of DMEPOS, and (3) inappropriate payment rates for certain 
DMEPOS.   

From 2002 to 2007, OIG excluded from the Medicare and Medicaid programs 135 DMEPOS companies and 
544 individuals associated with DMEPOS.  During this same period, OIG’s investigations resulted in 
373 criminal prosecutions of DMEPOS suppliers, and 115 civil settlements or judgments were imposed.  
Together, these criminal convictions and civil adjudications have resulted in more than $1 billion in 
restitution, fines, and penalties. 

OIG and our law enforcement partners have concentrated our recent efforts in geographic areas at high 
risk for Medicare fraud, including South Florida and Los Angeles.  To help combat DMEPOS fraud in 
South Florida, OIG, in conjunction with the U.S. Attorney’s Office for the Southern District of Florida, the 
Federal Bureau of Investigation, and the Department of Justice (DOJ) launched a Medicare Fraud Strike 
Task Force (Strike Force) in March 2007.  The Strike Force is identifying, investigating, and pursuing 
enforcement actions against DMEPOS suppliers and infusion clinics suspected of Medicare fraud.  As of 
July 2008, our South Florida initiatives resulted in 92 convictions, 76 civil actions, and $144.7 million in 
receivables and judgments.  Building on the success of the South Florida strike force, in March 2008, DOJ 
and OIG created a second strike force in Los Angeles. 

In related work, OIG has identified weaknesses in Medicare’s supplier enrollment process and oversight 
activities intended to ensure that only qualified suppliers participate in Medicare.  In 2007, OIG found that 
31 percent of DMEPOS suppliers in three South Florida counties did not maintain physical facilities or 
were not open and staffed, contrary to Medicare requirements.  Similarly, in 2008, OIG inspected 
905 suppliers in Los Angeles County and found that 13 percent did not have physical facilities or were not 
open during repeated unannounced site visits. 

OIG also found that CMS has had limited success controlling aberrant billing by infusion clinics.  In the 
second half of 2006, the claims originating in three South Florida counties accounted for 79 percent of the 
amount submitted to Medicare nationally for drug claims involving HIV/AIDS patients and constituted 
37 percent of the total amount Medicare paid for services for beneficiaries with HIV/AIDS.  However, only 
10 percent of Medicare beneficiaries with HIV/AIDS lived in these three counties.  Other metropolitan 
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areas exhibited aberrant billing, but to a lesser extent than South Florida.  OIG is currently reviewing 
aberrant claim patterns for inhalation drugs in South Florida. 

In additional work, OIG identified strategies that DMEPOS suppliers have used to circumvent billing 
controls and defraud the program.  Medicare regulations require DME suppliers to provide the Medicare 
provider identifier of the physician who ordered the equipment on the claim.  Until May 23, 2008, Medicare 
used unique provider identification numbers (UPIN) and then switched to national provider identifiers 
(NPI).  Requiring the UPIN (or NPI) on claims is intended to indicate that a physician has verified the need 
for the DMEPOS and to enable CMS to determine who prescribed the DMEPOS as part of any 
postpayment reviews.  OIG studies have uncovered:  (1) the use of invalid or inactive UPINs, (2) the use of 
UPINs that belonged to deceased physicians, (3) the improper use of surrogate UPINs, and (4) the use of 
legitimate UPINs that were associated with an unusually large number of claims.  OIG testified before 
Congress about our concerns that UPIN vulnerabilities, as well as other challenges, may affect the integrity 
of the new NPI system.  Therefore, OIG has planned additional work to examine the accuracy and 
completeness of NPIs. 

OIG has also found that certain types of DMEPOS are particularly vulnerable to improper payments.  For 
example, an investigation of a large wheelchair supplier found that the company submitted false claims to 
Medicare and Medicaid, including claims for power wheelchairs that beneficiaries did not want, did not 
need, or could not use.  In 2007, the company agreed to pay $4 million and relinquish its right to 
approximately $13 million in claims initially denied for payment by CMS.  Nationally, in 2004, OIG 
estimated that Medicare and its beneficiaries paid $96 million for claims that did not meet Medicare’s 
coverage criteria for any type of wheelchair or scooter and spent an additional $82 million in excessive 
payments for claims that could have been billed using a code for a less expensive mobility device.   

Prior OIG work has also identified that Medicare pays too much for certain pieces of DMEPOS and related 
supplies such as power wheelchairs, hospital beds, diabetic supplies, and home oxygen equipment.  For 
example, in a 2006 report, OIG found that Medicare allowed, on average, $7,215 for the rental of an oxygen 
concentrator that costs about $600 to purchase new.  Additionally, beneficiaries incurred $1,443 in 
coinsurance charges.  We determined that if home oxygen payments were limited to 13 months rather than 
the current 36 months, Medicare and its beneficiaries would save $3.2 billion over 5 years.  In other work 
related to Medicare pricing, OIG is currently conducting work to examine the appropriateness of prices 
that Medicare pays for wheelchairs by comparing Medicare prices to supplier purchase prices. 

Part B Prescription Drugs 

Consistent with OIG recommendations to address the serious flaws in Medicare’s prior Part B drug 
reimbursement methodology, the MMA instituted a new drug reimbursement methodology for Part B 
based on average sales prices (ASP), which took effect in 2005.  Congress also mandated that OIG monitor 
Part B drug reimbursement and certain market prices for Part B covered drugs on an ongoing basis and 
provided the Secretary authority to adjust reimbursement amounts when OIG identifies drugs with ASPs 
that exceed market prices by a certain threshold.  Although the new reimbursement methodology has 
lowered the previously inflated Part B drug reimbursement amounts, OIG’s work has identified a number 
of drugs for which the Medicare reimbursement amounts may still be higher than certain other prices in 
the marketplace.  In addition, OIG found that the Part B reimbursement methodology can result in 
temporarily inflated payments for drugs with newly approved generic versions.  For example, in March 
2008, the Medicare payment amount for irinotecan was more than double the OIG calculated average 
manufacturer sales price, primarily because Medicare’s reimbursement calculation did not yet take into 
account sales of a newly approved, lower priced generic irinotecan.  OIG estimates that had the Medicare 
payment amount for irinotecan been based on the average manufacturer sales price, Medicare 
expenditures for this drug would have been reduced by $6.5 million in that month alone.  Because of the 
two-quarter lag in the ASP system, the Medicare payment amount will not reflect any sales of lower priced 
irinotecan until the third quarter of 2008. 

III-10 | U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES  



FY 2008 AGENCY FINANCIAL REPORT 

OIG is also concerned that Medicare reimbursement for end stage renal disease (ESRD) drugs may be too 
high.  In 2007, OIG found that the average acquisition costs for the two most widely used ESRD drugs, 
epoetin alfa (Epogen) and darbepoetin alfa (Arnanesp), were approximately 10 percent below Medicare’s 
reimbursement amount.  Although the Medicare Improvements for Patients and Providers Act of 
2008 (MIPPA) requires that ESRD drugs be bundled into the ESRD composite rate by 2011, in the 
meantime, financial incentives may lead to overutilization of these drugs, thus raising both financial and 
quality concerns. OIG is conducting additional work to determine whether claims submitted for Epogen 
administered at dialysis facilities are supported and billed in accordance with Medicare requirements.  

Inpatient Services 

Expenditures for inpatient services, including those provided by inpatient hospitals and skilled nursing 
facilities, account for one-third of all Medicare expenditures.  Even small vulnerabilities can translate into 
large dollar losses.  OIG therefore continues to focus efforts on reviewing the appropriateness of billings 
and accuracy of cost reporting in these types of facilities.  To illustrate, in a series of audits, OIG found that 
21 hospitals reported in their Medicare cost reports a total of $377.9 million in inaccurate hospital wage 
data.  Under the acute care hospital inpatient prospective payment system, CMS adjusts the Medicare base 
rate paid to participating hospitals by the wage index applicable to the area in which the hospitals are 
located.  Therefore inaccurate wage data can affect the accuracy of future Medicare payments.  OIG is 
continuing its reviews of hospital and Medicare controls over the accuracy of the hospital wage data, and 
similarly is examining the methodology used to update hospital capital payment rates and the 
appropriateness of the associated payment levels. 

To promote access to hospital care for patients with substantial medical needs, CMS makes additional 
payments called outlier payments.  OIG found that a major hospital chain took advantage of the Medicare 
outlier payment system by billing for and receiving hundreds of millions of dollars in outlier payments by 
merely increasing its charges for services.  In 2006, the hospital chain agreed to pay the Government more 
than $900 million to settle allegations concerning the improper outlier payments and allegations that it paid 
illegal kickbacks to doctors for patient referrals and used improper billing codes to receive inflated 
payments. 

In reviews of nursing homes, OIG continues to find significant improper payments related to Part B claims 
for beneficiaries who were in Part A-covered skilled nursing facility stays, for which the Part B services are 
reimbursed as part of the Part A payment.  In a 2008 report, OIG found that Medicare Part B made 
$106.9 million in potential overpayments to suppliers of outpatient hospital, laboratory, and radiology 
services on behalf of beneficiaries in Part A covered skilled nursing facility stays before edits to prevent 
such overpayments were fully operational.  After the edits were fully operational, OIG identified potential 
overpayments of $22.7 million and estimated that fiscal intermediaries and carriers had not recovered 
approximately $17.9 million of these overpayments.  OIG has also pursued enforcement actions against 
providers who defraud Medicare in this manner.  For example, in 2007, an Illinois laboratory agreed to pay 
more than $700,000 and be excluded from participation in Medicare and Medicaid for 5 years to settle 
allegations of fraudulently billing Medicare Part B for services rendered to beneficiaries residing in skilled 
nursing facilities.  OIG is conducting reviews related to the appropriateness of Medicare Part B payments 
for nursing home residents during Part A stays and plans to review the accuracy of Medicare payments to 
skilled nursing facilities. 

OIG continues to be concerned that providers of inpatient services may be potentially gaming prospective 
payment reimbursement systems by discharging or transferring patients to other facilities for financial 
rather than clinical reasons.  In 2007, OIG assessed services provided to beneficiaries with consecutive 
Medicare stays involving inpatient and skilled nursing facilities and found that 35 percent of consecutive 
stay sequences were associated with quality-of-care problems and/or fragmentation of services for which 
Medicare paid an estimated $4.5 billion. 

In other work, OIG is reviewing the extent to which hospitals improperly claim provider-based status for 
inpatient and outpatient facilities to receive higher payment rates, and determining whether bad debt 
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payments claimed by various types of inpatient facilities were properly used to reduce the cost of 
beneficiary services for the period in which the recoveries were made.   

Physician and Other Health Professional Services 

OIG continues to identify areas of vulnerability related to certain types of services provided by physicians 
and other health professionals, including services related to advanced imaging, pain management, and 
mental health.  For example, advanced imaging services, such as magnetic resonance imaging (MRI), 
positron emission tomography, and computed tomography, have proliferated rapidly in ambulatory 
settings.  In a 2007 report, OIG found that from 1995 to 2005, expenditures for advanced imaging paid 
under the Medicare Physician Fee Schedule grew more than fourfold, from $1.4 million to $6.2 million.  
Services provided by independent diagnostic testing facilities (IDTFs) accounted for nearly 30 percent of 
this growth.  Previous OIG work has found problems with IDTFs, including noncompliance with Medicare 
requirements and billing for services that were not reasonable and necessary.  Although this growth in 
advanced imaging has the potential to increase convenience and improve health outcomes for beneficiaries, 
it also raises concerns about the potential for the inappropriate use of services, which can be costly for both 
Medicare and its beneficiaries.  In a 2008 report, OIG reviewed how MRI services paid under the physician 
fee schedule were provided, and noted that the complexity of and limited transparency in the relationships 
among those ordering and those providing the services warrants continued attention to ensure that the 
services provided are reasonable, necessary, and compliant with Medicare statutes and regulations. 

OIG is also monitoring the increase in utilization of and billing for interventional pain management 
procedures, which include such things as facet joint injections, nerve removal, and spinal cord stimulation.  
Facet joint injections are an interventional pain management technique used to diagnose or treat back pain.  
From 2003 to 2006, the number of Medicare claims for facet joint injections increased by 76 percent and 
payments for facet joint injections increased from $141 million to $307 million.  OIG found that 63 percent 
of Medicare facet joint injection services in 2006 did not meet program requirements, resulting in 
approximately $96 million in improper payments to physicians and $33 million to facilities. 

OIG has also identified vulnerabilities resulting in substantial improper Medicare Part B payments for 
mental health services.  For example, OIG determined that 47 percent of the Part B mental health services 
allowed by Medicare in 2003 did not meet program requirements, resulting in a projected $718 million in 
improper payments.  Miscoded and undocumented services accounted for the greatest number of payment 
errors, and violations of the “incident to” rule resulted in an estimated $72 million in improper payments.  
We recommended that CMS revise, expand, and reissue its 2003 Program Memorandum on Part B mental 
health services with an increased emphasis on proper documentation coding and the requirements for 
services billed “incident-to.”  In related ongoing work, OIG is determining whether Medicare payments for 
psychiatric services were reasonable and necessary. 

In other ongoing work, OIG is reviewing whether claims for services provided by clinical social workers 
were appropriately separately billed to Medicare Part B, whether physicians properly coded the places of 
service on claims for services provided in ambulatory surgical centers and hospital outpatient departments, 
the extent to which services billed “incident-to” were medically necessary, and the extent to which 
physicians reassign their benefits to other entities and are aware of billing for services rendered.  Future 
work will examine the reasonableness, medical necessity, and proper documentation associated with 
claims for physical therapy services provided by independent therapists in an outpatient setting.  

Internal Controls 

Medicare relies on extensive information systems operations at CMS and at Medicare contractor sites to 
administer the Medicare program and to account for Medicare expenditures.  Effective internal controls 
must be in place and utilized to ensure the proper processing of transactions and the integrity of stored 
data.  However, OIG’s FY 2007 financial statement audit report for CMS identified a material internal 
control weakness in Medicare claim-processing controls related to direct update access to Medicare claims 
data, controls over edit settings in application systems, and lack of CMS oversight.  Effective controls over 
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the use of direct update access to claims and changes to edits within major Medicare claims processing 
systems is imperative to ensure the accuracy of claims processing. 

Specifically, the audit determined that a significant number of Medicare contractor employees had been 
granted direct access to Medicare claims data, but these employees did not require access to perform their 
job responsibilities and this access did not undergo comprehensive review or logging.  The ability to 
directly change claims without comprehensive review increases the likelihood of intentional or 
unintentional payment errors.  In addition, management could not provide reports to document the 
volume and nature of claims that bypassed the Common Working Files (CWF), and controls over changes 
to edits and proper edit settings were not always in use by the contractors.  The CWF is a system that uses 
localized databases, maintained by host contractors, to validate and approve prepayment of Medicare 
claims and to coordinate Medicare Part A and B benefits.  Only in special circumstances should Medicare 
claims be paid without being processed through CWF edits as this can result in payment errors.  The audit 
also determined that CMS lacked sufficient processes and procedures to track compliance with 
requirements of claim-processing controls. 

OIG is conducting additional work to assess the extent to which Medicare claims are processed and paid 
without the CWF editing controls and to determine the impact on the completeness of the National Claims 
History (NCH) file.  The NCH File contains information on all claims made on behalf of Medicare 
beneficiaries and is used to support regulatory, reimbursement, and policy functions performed by CMS 
and its contractors.   

Program Oversight 

Section 202(b) of the Health Insurance Portability and Accountability Act of 1996 (HIPAA) authorized CMS 
to contract with entities to fulfill program integrity functions for the Medicare program and required a 
competitive process for awarding contracts.  These contractors, called program safeguard contractors 
(PSC), perform investigative work on Medicare payments to deter fraud and abuse.  When they identify 
overpayments that have been made to Medicare providers, they refer them to Medicare claims processors 
for collection.  In 2006, OIG found that PSC performance evaluation reports issued by CMS from 1999 to 
2004 contained minimal information about PSC achievements related to detecting and deterring fraud and 
abuse under benefit integrity task orders.  In a 2007 report, OIG determined that PSCs differed 
substantially in the number of new investigations and case referrals to law enforcement; some had minimal 
activity in these primary workload categories.  We also found that most PSCs had minimal results from 
proactive data analysis and we found no consistency across PSCs regarding the level of detail about 
proactive data analysis include in the monthly status reports.  We recommended that CMS review PSCs 
with especially low volumes of activity in investigations and case referrals for Medicare Parts A and B.  In 
addition, we recommended that CMS require PSCs to provide more detailed explanations of their 
investigations, case referrals to law enforcement, and proactive data analysis.   

OIG is continuing work to examine the effectiveness of the PSCs and is currently reviewing the extent to 
which PSCs referred overpayments to claims processors for collection in 2007 and identify the procedures 
that PSCs and claims processors use to identify and track possible fraud and abuse related to 
overpayments.  Also, despite high rates of fraud within the DMEPOS area, we noted that only a small 
number of suppliers have had their payments suspended; therefore, OIG will review Medicare contractors, 
including PSCs’, use of payment suspensions and other administrative sanctions intended to prevent 
payments to providers and suppliers suspected of fraud.  Additionally, OIG plans to review CMS’s 
oversight and monitoring of recovery audit contractors (RAC), who are responsible for detecting and 
collecting Medicare overpayments, to determine whether they meet their contractual requirements 
outlined in the RAC Task Orders. 
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ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

Payment Error Rates 

The FY 2007 gross paid claims error rate of 3.9 percent reported by CMS is 0.5 percentage point lower than 
the 4.4 percent error rate it reported the previous year.  CMS has demonstrated continued vigilance in 
monitoring the error rate and is developing appropriate corrective action plans.  For example, CMS has 
worked with the health care provider community to clarify reimbursement rules and to impress upon 
providers the importance of fully documented services.  CMS also has taken a number of steps to improve 
compliance with Medicare coverage and reimbursement requirements to curb inappropriate payments, 
including working with contractors to assist providers in submitting sufficient documentation to support 
billed services. 

Specific Program Area Vulnerabilities 

To address the potential improper payment exposure for durable medical equipment, the Secretary of the 
Department of Health and Human Services (HHS) announced a 2-year effort aimed at stopping fraudulent 
billing to the Medicare program and protecting beneficiaries and taxpayers.  Under the initiative, on 
November 1, 2007, CMS began a demonstration project requiring DMEPOS suppliers in South Florida and 
Southern California to reapply for participation in the Medicare program to maintain their billing 
privileges.  In August 2007, CMS also announced a demonstration project in South Florida focused on 
infusion therapy.  Under this demonstration, currently enrolled infusion therapy clinics located in the 
targeted area are required to immediately submit new enrollment applications and will undergo 
mandatory site visits.   

To address OIG recommendations that CMS revise claims-processing edits to ensure that UPINs listed on 
DME claims are valid and active, and to emphasize to suppliers the importance of using accurate UPINs 
when submitting claims to Medicare, CMS indicated that it had developed instructions, system changes, 
and edits that would reject claims listing a deceased physician’s UPIN.  CMS also stated that it planned to 
expand the edits to include all invalid and inactive UPINs.  In November 2001 and April 2002, CMS issued 
instructions to its carriers stating that DME claims listing a deceased physician’s UPIN would be denied.  
We are unaware of any further CMS action taken to address the presence of invalid and inactive UPINs on 
DME claims.  Therefore, we continued, through 2007, to promote our recommendations addressing the 
invalid and inactive UPIN issue by including them in our annual publications listing unimplemented OIG 
recommendations. 

In response to OIG recommendations related to payments for power wheelchairs, CMS has developed a 
plan of action to ensure that Medicare payments are made only for power wheelchairs that are reasonable 
and necessary.  OIG is currently conducting work to determine whether these changes have affected the 
level of improper payments for power wheelchairs.  CMS also continues to support efforts by Congress 
and the Administration to reduce the rental period for oxygen concentrators consistent with OIG’s 
recommendation.  For example, the President’s Budget Proposal for FY 2009 included a provision that 
would reduce the rental period for most oxygen equipment from 36 to 13 months.  Additionally, CMS 
issued regulations that addressed OIG’s recommendations regarding costs for nonroutine maintenance and 
servicing, as well as for portable oxygen after patients reached the 36-month cap on rental payments.  
Finally, the MMA required that CMS establish a DMEPOS competitive bidding program to replace the 
current fee schedule payment amounts for specified DMEPOS items with payment rates established by the 
bidding process.  However, MIPPA has delayed implementation of this program. 

The Secretary has the authority to lower Medicare payment amounts based on the results of OIG studies 
comparing ASPs to AMPs and widely available market prices; however, CMS has yet to make any changes 
as a result of OIG’s pricing comparisons.  In response to the OIG report highlighting the vulnerability in 
Part B payment for drugs with newly approved generic versions, CMS expressed its commitment to 
ensuring accurate payments for drug products under the ASP methodology.  CMS also noted that in the 
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4 months since OIG collected the data specific to the irinotecan study, the ASP-based payment limits had 
fallen and that this decline demonstrates that the ASP methodology reflects market-based prices over time. 

CMS stated that it had increased its efforts to educate providers about the need to properly document wage 
data, and stated that it will continue to encourage hospitals to ensure that the methodologies used to 
develop wage data and the documentation maintained meet CMS requirements.  In addition, CMS noted 
that OIG’s recommended adjustments were used in calculating the FY 2007 wage index.  In its response to 
OIG’s 2007 report on consecutive Medicare stays, CMS stated that it would place greater emphasis on 
continuity-of-care issues in all settings and on measuring the rate of events, such as readmissions.  The 
Ninth Statement of Work for the Quality Improvement Organization (QIO) program, effective 
August 1, 2008, made some significant changes in the way that CMS and the QIOs approach quality 
improvement.  For example, QIOs will work in 14 States to coordinate care and promote seamless 
transitions among settings, including transitions from hospital to skilled nursing care.  

CMS agreed that the complexity of MR services warrants continued attention and has taken regulatory 
steps to curb overutilization of diagnostic testing services including expanding the antimarkup provision 
to the professional component of services and seeking public comment on the in-office ancillary exception 
to the physician self-referral law.  CMS also stated its commitment to examining the relationship between 
the utilization of advanced imaging services and the entities that order and bill for them.  With respect to 
Medicare mental health services, CMS reported to us in 2008 that it was considering changes to ensure 
more accurate payment policies.  Guidance on “incident to” services is available in the “Benefits Policy 
Manual” (Pub. 100-02, Chapter 15, section 60.1); however, we continue to recommend that CMS reissue the 
2003 Program Memorandum with the additional guidance cited in our recommendations.  

Internal Controls 

CMS received an unqualified opinion on its FY 2007 financial statements.  CMS continued to improve its 
financial management performance in FY 2007 in many areas and indicated that it has developed a 
corrective action plan to address the audit issues identified.  Specifically, CMS has worked to establish and 
document consistent controls over the use of direct update access to claims data and control over edits in a 
variety of financial information systems.  However, progress is challenged by the ongoing modernization 
of the claims processing applications and the contractor transition process related to the MMA requirement 
to competitively procure claims administration contractors to replace fiscal intermediaries and carriers by 
2011.  According to CMS officials, the CMS modernization program to centralize data processing and 
reduce the number of data centers represents a long-term solution to simplify the application software code 
and change controls needed for more robust security.  Additionally, CMS is in the process of implementing 
significant changes to its claims administration contracting environment, which is expected to consolidate 
and reduce the number of contractors and data centers. 

Program Oversight 

In response to our 2007 report on PSCs, CMS indicated that direct comparisons between PSC task orders 
are difficult to make and stated that it has revised the monthly reporting system to collect more 
information and improve reporting consistency across PSCs.  CMS indicated that quantifying results may 
create perverse incentives; however, we continue to recommend that CMS include a combination of 
qualitative and quantitative results information, including activities required in PSC task orders, in the PSC 
evaluation report. 

 

Management Issue 3:  Medicaid and SCHIP Integrity 
MANAGEMENT CHALLENGE: 

Medicaid is a joint Federal-State program that provides medical assistance to an estimated 50 million 
Americans with low incomes or disabilities.  In 2007, the Medicaid program accounted for nearly 
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$350 billion in health care spending, of which the Federal share was almost $191 billion.  This represents an 
increase of almost $100 billion from the $91 billion in Federal Medicaid expenditures in 1997.  From 1997 to 
2007, Medicaid enrollment also grew from 40.6 million to 49.1 million beneficiaries.  At the Federal level, 
CMS administers the Medicaid program.  However, Medicaid is structured such that the States have 
flexibility to design and administer their programs within Federal parameters.  The Federal Government 
pays the States a statutorily determined matching rate for Medicaid payments, currently ranging between 
50 and 83 percent.   

The State Children’s Health Insurance Program (SCHIP) provides coverage to uninsured low-income 
children who do not qualify for Medicaid.  SCHIP provides an allotment of Federal matching funds to help 
States expand health care coverage to uninsured children and, in 2007, assisted roughly 7.5 million low-
income children at a Federal cost of $6 billion.  Similar to Medicaid, States design and administer their 
SCHIP programs within Federal parameters.   

The magnitude and growth of health care expenditures, combined with the health and financial impacts of 
Medicaid and SCHIP on vulnerable populations, make it critical that these programs operate efficiently 
and effectively and be protected from fraud and abuse.  States and the Federal Government share in this 
responsibility.  Coordination among multiple Federal and State entities with oversight and enforcement 
responsibilities, including CMS, OIG, State Medicaid agencies, State Medicaid Fraud Control Units 
(MFCU), and others, is crucial to efficient and effective Medicaid oversight.  This shared oversight 
responsibility, as well as the diversity among Medicaid and SCHIP programs in size, structure, and 
administration, create significant challenges to program oversight and to ensuring Medicaid and SCHIP 
integrity. 

Payment Integrity and Oversight 

Payment Error Rates 

Because Medicaid and SCHIP are Federal-State matching programs, improper payments by States lead to 
corresponding improper Federal payments.  However, identifying payment errors, their causes, and other 
vulnerabilities in the Medicaid and SCHIP programs is particularly challenging because of the diversity of 
State programs and the variation in their administrative and control systems.  Lack of information about 
payment error rates in Medicaid and SCHIP can present a substantial vulnerability in preventing and 
detecting fraud, waste, and abuse.   

CMS’s Payment Error Rate Measurement (PERM) program was designed to measure error rates in 
compliance with the Improper Payments Information Act of 2002.  The PERM program includes error rates 
for three components of Medicaid and SCHIP:  fee-for-service, managed care, and eligibility.  To produce 
the managed care and fee-for-service error rates, CMS is using a national contracting strategy; and, as part 
of ongoing monitoring and oversight, OIG conducted a review of the FY 2006 PERM process for the 
Medicaid fee-for-service component. 

For the 6-month period ending June 30, 2006, approximately $363 million (Federal share) in Medicaid 
payments and $67.2 million (Federal share) in SCHIP payments were made on behalf of beneficiaries who 
did not meet Federal and State eligibility requirements in these three States.  OIG will continue to monitor 
and oversee the PERM program by reviewing the error rate processes for Medicaid and SCHIP fee-for-
service, managed care, and eligibility. 

Home- and Community-Based Care 

The provision of long-term care (LTC) is increasingly shifting from institutional settings, such as nursing 
homes, to home- and community-based settings.  In 2007, CMS awarded $1.4 billion in grants to 31 States 
to support the transition of 37,731 individuals out of institutional settings over a 5-year demonstration 
period.  CMS estimates that Medicaid expenditures for home- and community-based care and personal 
care services will total approximately $26 billion in FY 2008.  With this shift come challenges for ensuring 
program and payment integrity.  OIG evaluations have found inappropriate Medicaid payments for home 
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health services and supplies that were paid for by Medicare (Medicaid is the payer of last resort).  OIG has 
also identified a number of challenges, such as limitations in data, which hinder States’ abilities to prevent 
such inappropriate payments for home health services and supplies.  In addition, OIG has identified 
inappropriate Medicaid payments by five States for personal care services (PCS) billed during periods of 
beneficiary institutionalization.  Three of these States allowed PCS providers to bill for services using date 
ranges that can include days on which no services were provided, making it difficult to determine whether 
claims that overlapped with institutional claims were paid in error.  After completing our analysis of 
overlapping PCS and institutional claims, we further analyzed the PCS claims to identify claims that 
exceeded 24 hours per day.  OIG identified paid claims for PCS that were billed in excess of 24 hours per 
day in four of the five States, indicating possible payment errors that may not have been identified by 
existing State controls.  OIG is conducting additional work to identify the appropriateness of Medicaid 
payments for PCS. 

OIG has also investigated fraud perpetrated by home health and personal care service providers and has 
successfully pursued enforcement actions.  For example, a home health agency in Georgia and two of its 
administrators have agreed to pay $475,000 to resolve allegations that the home health agency upcoded 
initial certification diagnoses and then continually certified home health care episodes for patients who 
either did not need the services or who were not homebound.  In another example, a woman in Oregon 
was sentenced to 39 months’ imprisonment and ordered to pay $108,000 in restitution after evidence 
showed that she engaged in a scheme wherein she claimed to be providing in-home care to her 
codefendant, a Medicaid recipient, who was actually only pretending to be disabled.  For 7 years, the 
women billed Medicaid for services that were never provided and then split the Medicaid payments.  

OIG will continue to monitor home- and community-based services, including reviewing qualifications of 
personal care service providers, oversight of Medicaid funding to assisted living facilities, safeguards for 
home- and community-based services, payments to Medicaid-funded adult day health services, and 
community transition services waivers. 

Prescription Drugs 

CMS estimates that net prescription drug payments for FY 2008 will total approximately $10 billion.  
Medicaid’s net payments for prescription drugs comprise two components:  States’ reimbursement to 
pharmacies and rebates that drug manufacturers are required to pay to States.  OIG has identified systemic 
vulnerabilities as well as specific fraud schemes related to Medicaid drug reimbursement, marketing, and 
drug rebates.   

OIG audits and evaluations have consistently found evidence that Medicaid drug reimbursement exceeds 
pharmacies’ drug acquisition costs, primarily because States lack access to accurate pharmacy drug cost 
data.  Most States rely on published average wholesale prices (AWP) or wholesale acquisition costs (WAC), 
which do not necessarily reflect actual sales transactions.  The Federal Upper Limit (FUL) program limits 
Medicaid reimbursement for drugs with generic equivalents.  The Deficit Reduction Act of 2005 (DRA) 
required CMS to change its FUL calculation to base these limits on average manufacturer price (AMP), a 
sales-based price by January 2008; however, in December 2007, a Federal district court issued a preliminary 
injunction that prevented CMS from implementing these new FULs.  Additionally, in July 2008, Congress 
enacted Public Law 110-275 delaying the implementation of the new FULs and prohibiting public 
disclosure of AMP until October 2009.  Therefore, FULs are calculated using the prior formula based on the 
lowest published price (i.e., AWP or WAC), which OIG has found to result in inflated payments.   

Further, OIG investigations have uncovered fraud schemes related to Medicaid reimbursement and 
marketing of prescription drugs.  OIG has pursued cases in which pharmacies have switched the drugs 
prescribed to patients to exploit Medicaid reimbursement rules and receive higher payments.  We have 
also investigated and pursued enforcement actions in cases in which drug manufacturers have 
fraudulently inflated their reported AWPs to increase providers’ reimbursement for their drugs as a 
marketing tactic.  Other illegal marketing tactics identified by OIG investigations include kickbacks and 
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off-label promotion, which are addressed in Top Management Issue 6:  Oversight of Food, Drugs, and 
Medical Devices.   

OIG is also concerned that State Medicaid programs may not be receiving all drug rebates to which they 
are entitled.  We have identified internal control weaknesses in several States, which may have resulted in 
these States not collecting all of the rebates due to their Medicaid programs.  Medicaid rebates are based on 
a statutory formula that includes manufacturer-reported AMPs and best price.  However, OIG has 
identified problems with AMP data, including late or incomplete AMP submissions and inconsistent 
interpretations of how to calculate AMPs.  OIG investigations have also uncovered schemes in which drug 
manufacturers have defrauded Medicaid by misreporting best price data to lower their rebate obligations.   

In a recent civil settlement, the Bristol-Myers Squibb Co. (BMS) and its wholly owned subsidiary, 
Apothecon, Inc., agreed to pay $499 million plus interest to resolve allegations that BMS fraudulently set 
and maintained inflated prices for a wide assortment of oncology and generic drug products, paid various 
forms of illegal kickbacks to physicians and pharmacies, promoted off-label uses of the antipsychotic drug 
Abilify, and knowingly misreported its best price for the antidepressive drug Serzone.  BMS entered into a 
5-year corporate integrity agreement (CIA) with OIG, which is a contract that imposes systems, 
monitoring, and reporting requirements designed to prevent future misconduct in exchange for OIG’s 
agreement not to seek BMS’s exclusion from participation in Federal health care programs.  

Other Medicaid Services 

Other Medicaid services that are particularly vulnerable to inappropriate payments include school-based 
health services, disproportionate share hospital (DSH) payments, case management services, and dental 
services.  For example, OIG has consistently found that schools have not adequately supported the claims 
submitted to States for school-based health services.  In particular, OIG identified significant overpayments 
involving speech therapy and transportation claims in New York.  In 2004 and 2005, OIG issued four 
reports questioning unallowable Federal funds to the New York Medicaid program totaling more than 
$721 million.  Findings included payments for services not sufficiently documented, services not 
authorized, and services rendered by unqualified providers.  In a 2006 report, OIG also identified a State 
Medicaid agency that claimed Federal funding totaling $86 million for unallowable targeted case 
management services.  Contrary to Federal regulations, the targeted case management claims included 
social workers’ salary costs related to direct social services, such as child protection and welfare services.  
In another example, OIG found that in 9 of the 10 DSH programs reviewed, States made DSH payments 
that exceeded the hospital-specific limits by approximately $1.6 billion ($902 million Federal share).  In 
addition, OIG reviewed Medicaid payments for pediatric dental services in five States and found that 
31 percent of services did not meet Federal and State requirements, resulting in improper Medicaid 
payments of approximately $155 million ($96 million Federal share) in 2003.  Further, OIG is investigating 
alleged Medicaid fraud and patient abuse in a national chain of pediatric dental clinics.   

Data Accessibility 

One continuing challenge to Federal oversight of the Medicaid program is the lack of sufficient Medicaid 
data at the national level to assist in the detection of fraud and abuse.  CMS requires States to submit 
specific Medicaid beneficiary-level claims and eligibility data, including detailed individual managed care 
enrollee encounter data, which CMS compiles and validates in the Medicaid Statistical Information System 
(MSIS).  An ongoing OIG evaluation is reviewing whether MSIS data are sufficiently current, accurate, and 
comprehensive for detecting Medicaid fraud, waste, and abuse.  In addition, as more than 60 percent of the 
Medicaid population receives all or some services through Medicaid managed care, OIG is evaluating the 
extent to which States are reporting Medicaid managed care encounter data to CMS. 

National Medicaid claims data are limited in their capacity to support program integrity and oversight 
activities.  Limitations include the following:  some essential data elements, such as provider identification 
information, are not captured; data are updated quarterly, limiting the ability to analyze national data in 
real time; and CMS’s process for collecting and validating the MSIS files can take as long as 2 years, making 
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the final data too old for certain program integrity activities.  These limitations can increase the time and 
costs for CMS to conduct certain Medicaid oversight and program integrity activities, such as analyzing 
claims across States to detect aberrant billing patterns.  OIG has also encountered these data challenges in 
conducting Medicaid investigations, audits, or evaluations that involve multiple States.   

Appropriateness of Federal and State Cost-Sharing 

OIG has identified a number of State financing arrangements and other revenue maximization tactics that 
inappropriately increase Federal Medicaid payments to States.  Using such arrangements, States have 
obtained more Federal Medicaid dollars with fewer State dollars, resulting in an effective match rate that is 
higher than the statutorily determined match rate.   

Intergovernmental Transfers 

For years, OIG has reported on significant problems in State Medicaid financing arrangements involving 
the use of intergovernmental transfers (IGT).  Specifically, OIG found that six States inflated the Federal 
share of Medicaid by more than $3 billion by requiring providers operated by units of government, such as 
county-owned nursing homes, to return Medicaid payments to State governments through IGTs.  Once the 
payments are returned, funds cannot be tracked and may be used by the States for purposes unrelated to 
Medicaid.  This practice shifts the cost of Medicaid to the Federal Government, contrary to Federal and 
State cost-sharing principles.  Although this practice can occur with any type of Medicaid payment to 
facilities operated by units of government, OIG identified serious problems involving supplemental 
payments to public hospitals and LTC facilities available under the upper payment limit (UPL) rules, DSH 
payments, and payments for school-based services. 

State Oversight of Consultants 

Some States employ consultants to assist them in navigating Medicaid rules and regulations.  However, 
some consultants provide questionable or improper advice about ways to inappropriately maximize the 
State’s Federal health care revenue.  Contingency fee contracts can exacerbate the risk of questionable or 
improper advice.  These contracts make the consultant’s payment contingent on the amount of Federal 
Medicaid dollars a State receives, which increases the consultant’s incentives to generate additional 
payments that may or may not be due to the State.  We have found several instances in which States have 
failed to properly review the advice they are given and thus submitted improper claims.  For example, as 
of June 2008, we have completed reviews in five States and questioned approximately $197 million in 
improper Federal payments made as a result of advice given by contractors.  We found that the States 
generally failed to ensure the accuracy of the claim submitted for Federal reimbursement and instead relied 
solely on the advice of the contractors.  We have work ongoing in five additional States. 

OIG is also working closely with DOJ to investigate and prosecute False Claims Act cases concerning 
fraudulent billing based on the advice of revenue maximization consultants.  In July 2007, the Federal 
Government entered into an agreement with Maximus, Inc., for $42.6 million to settle allegations that 
Maximus caused the District of Columbia to submit false claims for targeted case management services that 
were never provided.  As part of the settlement, Maximus also entered into a CIA with OIG that contained 
several unprecedented provisions.  Under the CIA, OIG will review Maximus’ contracts and require 
dissemination of any negative review findings to Maximus’ clients. 

State Children’s Health Insurance Program 

OIG is statutorily required to determine every 3 years whether Medicaid-eligible children are 
inappropriately enrolled in separate SCHIP programs.  States receive a higher matching rate for SCHIP 
than for Medicaid, thus creating incentives for States to inappropriately enroll Medicaid-eligible children in 
SCHIP.  Most recently, OIG found that an estimated 4 percent of children enrolled in separate SCHIP 
programs were eligible for Medicaid in 2006, representing an increase over the 1-percent error rate found 
in 2003.  Additionally, 4.5 percent of cases lacked sufficient documentation to enable OIG to make a 
determination regarding Medicaid eligibility.   
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ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

Section 6034 of the DRA established the Medicaid Integrity Program to combat fraud, waste, and abuse.  
CMS created the Medicaid Integrity Group (MIG) to implement this program.  Pursuant to the DRA, CMS 
issued a 5-year Comprehensive Medicaid Integrity Plan in 2006, in consultation with OIG and other 
stakeholders, and has updated it annually.  The primary goals of MIG are to promote the proper 
expenditure of Medicaid program funds, improve program integrity performance nationally, ensure the 
operational and administrative excellence of the Medicaid Integrity Program, demonstrate effective use of 
Medicaid Integrity Program funds, and foster collaboration with internal and external stakeholders.  
Among other activities, in summer 2008, MIG is commencing mandated audits of Medicaid providers. 

OIG has worked closely with MIG and our Federal and State law enforcement partners to coordinate 
related activities and maximize our collective effectiveness in fighting Medicaid fraud, waste, and abuse.  
In addition, OIG and MIG have been working closely with State Medicaid agencies and MFCUs to improve 
communication and encourage collaboration within States.  For example, in followup to a 2007 OIG report 
that raised concerns about the variation in and low volume of suspected fraud referrals from State 
Medicaid agencies to MFCUs, in September 2008, CMS issued performance standards for referrals of 
suspected fraud from State Medicaid agencies to MFCUs and guidance on best practices for Medicaid 
Program Integrity Units’ interactions with MFCUs.  In addition, OIG has implemented several 
improvements to the process State Medicaid Agencies use to refer to OIG providers that the State has 
excluded from Medicaid participation.  These improvements include increased outreach and 
communication between OIG and State Medicaid Agencies, the creation of an exclusions referral guide, 
and improvements to the electronic tracking program for exclusion referrals.  In 2007 and 2008, OIG 
sponsored 13 Medicaid integrity conferences throughout the Nation to foster communication and 
collaboration among Federal and State oversight and law enforcement entities and to highlight the 
integrity issues of greatest concern in each region.   

Payment Integrity and Oversight 

Payment Error Rates 

The FY 2007 Performance and Accountability Report (PAR) included a preliminary national Medicaid fee-
for-service error rate based on a sample of States and of claims within those States for the first two quarters 
of FY 2006.  The final national Medicaid fee-for-service error rate for FY 2006 will be reported in the FY 
2008 Agency Financial Report, as will the national Medicaid and SCHIP fee-for-service, managed care, and 
eligibility error rates for FY 2007.  CMS expects to be fully compliant with the Improper Payments 
Information Act of 2002 reporting requirements by FY 2008. 

Home- and Community-Based Care 

In response to OIG’s report on personal care services, CMS indicated that it will explore various ways to 
incorporate information regarding these personal care service vulnerabilities as part of the technical 
assistance and support it provides to States.  In addition, CMS reported that by FY 2009, it plans to start 
educating providers on payment and billing integrity as well as quality-of-care issues related to personal 
care services.  In responding to our report on duplicate Medicaid and Medicare home health payments, 
CMS indicated that it will clarify policy on coverage of routine medical supplies under Medicare’s home 
health prospective payment system.   

Prescription Drugs 

On July 17, 2007, CMS published a final rule with comment period (72 FR 39142) that (1) implements the 
provisions of the DRA pertaining to prescription drugs under the Medicaid program; (2) adds to existing 
regulations Medicaid rebate policies, including clarifying certain aspects of AMP calculations; and 
(3) solicits public comments on the FUL outlier and AMP sections of the rule.  Pursuant to the DRA, the 
rule includes requirements related to State plans, Federal financial participation for drugs, and the 
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payment for covered outpatient drugs under Medicaid.  The rule was scheduled to take effect on January 1, 
2008.  However, in December 2007, a Federal judge issued a preliminary injunction prohibiting CMS from 
implementing provisions of this rule.  Additionally, in July of 2008, Congress enacted Public Law 110-275, 
which prevents CMS from releasing AMP data and from implementing FULs based on AMP until 
October 2009.  Therefore, FULs continue to be calculated using the prior formula based on the lowest 
published price (i.e., the AWP or the WAC), which OIG has found to result in inflated payments. 

Other Medicaid Services 

CMS is finalizing regulations to clarify policies regarding reimbursement for school-based services, DSH 
payments, and targeted case management.  In December 2007, a final regulation was promulgated to 
eliminate Medicaid reimbursement for school administration expenditures and costs related to the 
transportation of children between home and school.  However, section 206 of the Medicare, Medicaid, and 
SCHIP Extension Act of 2007 delayed implementation of these changes.  In addition, section 7001 of the 
Supplemental Appropriations Act of 2008, P.L. No. 110-252, extended this moratorium until April 2009.   

In August 2005, CMS published a Notice of Proposed Rulemaking to implement the new Medicaid DSH 
payment reporting and auditing provisions of section 1001(d) of the MMA.  An interim final rule involving 
targeted case management was published in the Federal Register on December 4, 2007.  The rule clarifies 
the definition of covered case management and implements section 6052 of the DRA, which redefined the 
scope of allowable case management services.  However, section 7001 of the Supplemental Appropriations 
Act of 2008, P.L. No. 110-252, established a moratorium to delay its implementation until April 2009.   

Data Accessibility 

CMS’s MIG is working to address data limitations by creating a new database to store Medicaid data from 
all States and exploring options to increase the number of data elements and frequency of data submissions 
from the States.  MIG is working with OIG and other key stakeholders to make Medicaid data more 
accessible and useful for program integrity activities. 

Additionally, two CMS projects under way are meant to ensure the availability of Medicaid data for 
program integrity activities. CMS has entered into a contract to develop a centralized data repository, 
known as One PI, which is intended to warehouse data from Medicare Parts A, B, and D and Medicaid.  
One PI is expected to offer powerful data analysis and fraud detection tools.  The Medicaid Information 
Technology Architecture (MITA) initiative is intended to foster integrated business and IT transformation 
across the Medicaid enterprise to improve the administration of the Medicaid program.  If successful, this 
would result in an increased availability of accurate and timely data.  

Appropriateness of Federal and State Cost-Sharing 

Intergovernmental Transfers 

To curb abuses in State Medicaid financing arrangements, CMS promulgated final regulations (effective 
March 13 and November 5, 2001, and May 14, 2002) that modified UPL regulations pursuant to the Benefits 
Improvement and Protection Act of 2000.  The rules created three aggregate UPLs:  one each for private, 
State, and non-State government-operated facilities.  The new regulations were gradually phased in and 
became fully effective on October 1, 2008.  However, when fully implemented, these regulatory changes 
will limit, but not eliminate, the risk of Medicaid monies being returned by public providers to the State 
and then used for non-Medicaid purposes because the regulations do not require the provider to keep and 
use the enhanced funds to provide medical services to Medicaid beneficiaries.   

In addition, in May 2007, CMS published a Final Rule with Comment Period, CMS-2258-FC (Cost Limit for 
Providers Operated by Units of Government and Provisions To Ensure the Integrity of Federal-State 
Financial Partnership) in the Federal Register (May 29, 2007; 72 FR 29748) that would modify Medicaid 
reimbursement.  Consistent with OIG recommendations, this regulation codifies existing statutory 
authority that health care providers retain the total Medicaid payments received.  This change, in addition 
to the UPL regulatory changes, will help ensure that Medicaid funds are used to provide necessary services 
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to beneficiaries.  However, Public Law 110-28 prohibited implementation of the regulation for 1 year 
following the date of enactment, May 25, 2007.  In addition, section 7001 of the Supplemental 
Appropriations Act of 2008, P.L. No. 110-252, blocks CMS from implementing the regulation until 
April 1, 2009.  Also, on May 23, 2008, a Federal court vacated and remanded the Final Rule back to CMS 
because the Final Rule was improperly promulgated.   

State Children’s Health Insurance Program 

Throughout the latter part of 2007 and early 2008, CMS’s focus has centered on SCHIP reauthorization.  
SCHIP was funded through 2007 and must be reauthorized by Congress for Federal funding to continue.  
Although reauthorization legislation was vetoed by the President, the program is being funded through a 
continuing resolution.  We will continue to monitor CMS’s implementation of OIG’s recommendations 
related to SCHIP.  

 

Management Issue 4:  Quality of Care 
MANAGEMENT CHALLENGE: 

Ensuring the quality of care provided to beneficiaries of Federal health care programs continues to be a 
high priority of OIG.  Much of OIG’s enforcement work is focused on ensuring that resources are not 
improperly diverted from patient care, as well as preventing providers from withholding needed care or 
rendering unnecessary or even harmful services.  OIG works with DOJ, MFCUs, and other State and local 
law enforcement offices to investigate and prosecute instances of substandard care that led to patient harm.  
OIG also promotes quality through significant compliance initiatives.  Additionally, OIG has produced a 
large body of work related to quality of care in a variety of settings, such as hospitals, home care, hospice, 
and nursing facilities.  This work has included examining factors that may affect care, including incentives 
stemming from the structure of reimbursement systems; the effectiveness of oversight and enforcement 
mechanisms, including survey and certification systems; and the mechanisms used to screen potential 
health care employees.   

OIG Enforcement and Compliance Efforts 

OIG, together with our law enforcement partners, has with increasing frequency used the False Claims Act, 
the Federal Government’s primary civil enforcement tool for fraud, to address poor quality of care.  These 
cases often involve allegations of widespread failures that result in patient harm.  In cases involving 
nursing facilities, systemic problems we have identified that have resulted in substandard care include 
staffing shortages; improper use of restraints; failure to implement medical orders or services identified on 
the care plan; failure to provide proper nutrition; failure to ensure that residents are protected from falls, 
physical abuse, and medication errors; and failure to prevent facility-acquired conditions such as infections 
and pressure ulcers.  In many instances, as part of settling alleged violations of the False Claims Act, OIG 
has required providers to adopt Corporate Integrity Agreements (CIA) under which providers are required 
to implement compliance programs that focus on quality of care and retain external quality-of-care 
monitors selected by OIG.  The external quality-of-care monitor plays a consultative role, assessing the 
effectiveness, reliability, and thoroughness of the provider’s internal quality control systems; the provider’s 
response to quality of care issues; the provider’s development and implementation of corrective action 
plans; and the provider’s proactive steps to ensure quality care.  These CIAs include effective enforcement 
remedies for breach of the CIA, such as specific performance of CIA provisions, stipulated penalties, and 
exclusion.  OIG currently has in place 28 CIAs with quality-of-care provisions covering about 265 facilities.   

To illustrate OIG’s use of the False Claims Act to address poor quality of care, OIG found that Ciena 
Healthcare Management, Inc., which manages 32 skilled nursing facilities in Michigan, had failed to 
provide adequate nutrition, medication management, fall prevention, and pressure ulcer care to its 
residents.  Under the terms of the settlement reached in August 2007, Ciena paid $1.25 million to resolve 
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liability under the False Claims Act.  Ciena now operates under a CIA that promotes the provision of safe 
and appropriate care to residents at all Ciena facilities. 

During investigations of nursing homes for the provision of substandard care, OIG has encountered 
nursing facilities with as many as 17 limited liability companies that play a role in the facility’s operations.  
In such ownership structures, often the entity that acts as the facility operator does not own any assets and 
uses the facility under a sublease, and the operating entity usually contracts with a 
management/administrative services company to perform the day-to-day operations of the facility.  OIG 
has found that these complex structures and the associated lack of transparency in a facility’s ownership 
and management create challenges for ensuring accountability and greatly complicate law enforcement’s 
investigations, and that at times profit-seeking investors compete against patient care for resources. 

OIG has authority to hold hospitals accountable for failure to provide required emergency services.  
Specifically, under the Emergency Medical Treatment and Labor Act (EMTALA), 42 U.S.C. § 1395dd, OIG 
is authorized impose a civil monetary penalty against a participating hospital if the hospital has an 
emergency department and fails to provide a medical screening examination to individuals who present to 
the emergency department for treatment, or, if the individual has an emergency medical condition, to 
provide stabilizing treatment.  In 2007, the OIG settled 13 cases and collected almost $300,000 in civil 
monetary penalties under EMTALA.  For example, in 2007, a hospital in Indiana paid $40,000 to resolve 
allegations that it failed to treat a man who arrived at the emergency department by ambulance in an 
unresponsive state; the man was transferred more than 180 miles without stabilizing treatment and arrived 
at the second hospital “brain dead.”  As of May 2008, OIG had settled four EMTALA matters, collecting 
$162,500 in civil monetary penalties.   

To hold responsible individuals accountable and to protect additional beneficiaries from harm, OIG 
excludes from participation in Federal health care programs individuals and entities whose conduct results 
in poor care.  In enforcement actions against corporate entities, such as nursing facilities and chains, OIG 
places particular emphasis on higher level officials, such as owners and chief executive officers.  For 
example, recently the owner of a chain of personal care facilities agreed to be permanently excluded from 
participating in the Medicare and Medicaid programs because of her responsibility for the egregious 
conditions in her company’s facilities, including insufficient food and nutrition, inadequate oversight of the 
administration of medication, failure to seek medical treatment when needed, unclean clothing and 
bedding, and structurally unsafe buildings. 

The troubling failures of care in the long-term care industry uncovered by OIG enforcement activities have 
prompted OIG to undertake compliance promotion initiatives to help long-term care providers avoid 
problems that may endanger the vulnerable populations they serve.  For example, on September 30, 2008, 
OIG issued a Supplemental Compliance Program Guidance for Nursing Facilities, updating the original 
Compliance Program Guidance issued in 2000 by identifying additional potential vulnerabilities and 
offering suggestions to promote quality of care.  OIG also published a Resource for Health Care Boards of 
Directors on Corporate Responsibility and Health Care Quality in September 2007.  This guidance 
document serves as an educational resource to help the leaders of health care organizations improve the 
quality of care provided at their institutions and, ultimately, the overall quality of the Nation’s health care 
system.  OIG also hosted a Government/industry roundtable entitled “Driving for Quality in Long-Term 
Care:  A Board of Directors Dashboard”, on December 6, 2007.  At the roundtable, long-term care 
professionals and Government representatives engaged in a productive exchange of ideas, sharing 
strategies to improve quality in long-term care facilities.  OIG published a report outlining key points from 
the roundtable so that providers throughout the long term care industry could learn from the roundtable.  
In recent testimony, OIG also recommended that Congress work with CMS to establish and provide 
resources for demonstration projects to explore different approaches to the implementation of compliance 
programs in nursing homes. 
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Survey and Certification 

Through periodic facility inspections and individual complaint investigations, CMS and State agencies 
assess the performance of various types of providers to determine whether to certify them for participation 
in the Medicare and Medicaid programs.  In 2003 and 2006 reports, OIG identified deficiencies in the State 
survey and certification and complaint investigation processes used to assess the performance of nursing 
facilities.  In more recent work, OIG has continued to examine the effectiveness of survey and certification 
processes, as well as the enforcement mechanisms used when facilities are found to be out of compliance 
for designated time periods or have deficiencies that place program beneficiaries at serious risk of harm. 

After an initial survey, home health agencies are subject to surveys at a minimum of every 36 months to 
continue their participation in the Medicare program.  Previous studies have shown that many home 
health agencies that fail to comply with program standards still maintain their Medicare certification, serve 
Medicare beneficiaries, and receive Medicare funding.  A Government Accountability Office (GAO) study 
identified a common pattern whereby an agency is cited for a deficiency, takes corrective action for a short 
time to maintain certification, but then slips back into noncompliance by the next survey.  Following these 
cycles of noncompliance and temporary improvement, deficient home health agencies maintain Medicare 
certification indefinitely.  When problematic facilities are recertified without meaningful intervention, poor 
quality may persist.  In a 2008 report, OIG studied patterns of cyclical noncompliance of Medicare certified 
home health agencies to identify conditions that contribute to cyclical noncompliance.  OIG’s study found 
that 15 percent of home health agencies received the same deficiency citations across three consecutive 
surveys.  OIG’s study also explored the sanction process and how CMS ensures that appropriate sanctions 
are imposed upon noncompliant home health agencies.  OIG recommended improvements in CMS 
oversight, such as enhanced use of existing survey data to identify deficiency patterns and at-risk home 
health agencies and implementation of intermediate sanctions.   

Another 2008 report related to enforcement mechanisms to ensure compliance with conditions of 
participation for nursing homes.  OIG evaluated CMS’s use of a sanction that prevents noncompliant 
nursing homes from receiving payment for new admissions.  Effective use of this sanction encourages 
substandard nursing homes to improve and, until such time as the homes meet Federal standards, 
encourages prospective residents to find superior alternative sources of care.  OIG offered CMS several 
recommendations, including suggestions to enhance communications with CMS contractors and to deny 
payments for new admissions more effectively. 

In a 2007 report, OIG found that hospices are assigned a lower priority for survey and certification 
inspections than other health care organizations.  The report also found that, as of July 2005, 14 percent of 
hospices were past due for certification and, on average, had not been surveyed for 9 years—3 years longer 
than the CMS standard at that time.  Finally, OIG found that health and safety deficiencies were cited for 
46 percent of hospices surveyed, most frequently for patient care planning and quality deficiencies.  OIG 
recommended that CMS provide guidance to State agencies and CMS regional offices regarding analysis of 
existing data to target “at-risk” hospices for certification surveys.  OIG also recommended that hospices be 
included in Federal comparative surveys and annual State performance reviews and that CMS seek 
legislation to establish additional enforcement remedies for poor hospice performance. 

Other Oversight 

OIG work continues to focus on identifying specific quality-of-care problems in a variety of health care 
settings, as well as identifying opportunities for improving the effectiveness of other mechanisms designed 
to promote and ensure quality of care. 

For example, in a report issued in May 2007, OIG assessed the extent to which QIOs identify quality-of-care 
concerns through medical record reviews and what interventions they undertake in response to confirmed 
concerns about quality of care.  The study revealed that only about 11 percent of cases reviewed by QIOs 
entailed evaluations for quality-of-care complaints, and in 19 percent of those reviews the QIO confirmed a 
quality-of-care concern.  In 72 percent of those cases with confirmed quality concerns, the QIO 
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recommended a corrective action, which generally entailed the two mildest corrective actions (i.e., the QIO 
offered advice or suggested that the provider should consider an alternate approach in the future) and 
rarely initiated sanction activity.  In 28 percent of cases where a quality-of-care concern was confirmed, the 
QIO did not recommend any corrective action.  OIG recommended that CMS consider revisiting its 
guidance to QIOs on classifying confirmed quality concerns and appropriate corrective actions.  

In an additional report, issued in June 2008, OIG assessed the effectiveness of external quality reviews for 
Medicaid managed care.  State Medicaid agencies that offer Medicaid managed care programs must 
contract with External Quality Review Organizations (EQROs) to monitor the quality of managed care 
plans.  EQROs examine Medicaid managed care plans’ strengths and weaknesses with respect to quality, 
timeliness, and access to care.  OIG’s study of EQROs found that most States are using the results of EQRO 
reviews.  However, many EQRO reports did not include all required information and most States cited 
concerns with the external quality review process.  OIG offered recommendations, such as improving the 
information made available to the State Medicaid programs, to improve the external quality review process 
and, ultimately, improve the quality of Medicaid managed care. 

In another report, issued in January 2008, OIG evaluated physician-owned specialty hospitals’ ability to 
manage medical emergencies.  Among other things, we found that not all hospitals had nurses on duty and 
physicians on duty or on call, as required by the current Medicare Conditions of Participation.  We also 
found that some hospitals lacked basic information in their written policies for managing medical 
emergencies.  OIG offered CMS several recommendations, including suggestions to ensure that hospitals 
meet the current Medicare Conditions of Participation, which require a registered nurse to be on duty 
24 hours a day, 7 days a week, and a physician to be on duty or on call if one is not onsite. 

OIG is continuing to evaluate systemic issues that directly affect patient care.  For example, studies are 
currently ongoing or planned to examine:  (1) staffing levels and other quality-of-care indicators in 
investor-owned nursing homes, (2) use of atypical antipsychotics by elderly nursing home residents, and 
(3) appropriate dosing of erythropoiesis-stimulating agents in dialysis patients.  OIG is also undertaking a 
congressionally mandated review of serious medical errors, referred to as “never events,” such as a 
physician performing surgery on the wrong patient. 

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

Progress continues to be made in strengthening oversight of the quality of care paid for by the Medicare 
and Medicaid programs.  For example, CMS is taking steps to improve its enforcement of nursing home 
quality requirements.  Recognizing the need to focus more attention on facilities that historically provided 
poor care to residents, CMS operates a Special Focus Facility (SFF) program that involves enhanced 
monitoring of about 135 facilities.  CMS selects nursing homes for the SFF program by reviewing 3 years’ of 
deficiency data, thereby targeting facilities with a history of noncompliance.  CMS strengthened its 
enforcement for SFFs by requiring immediate sanctions for facilities that failed to significantly improve 
their performance from one survey to the next, and by requiring termination for facilities with no 
significant improvement after three surveys over an 18-month period.  In November 2007, CMS began 
publishing the names of the SFFs that failed to improve significantly.  In February 2008, CMS began 
publishing lists of SFFs in a format that enables consumers to distinguish between those that have 
improved and those that have not, thereby providing SFFs a powerful incentive to improve.  CMS also 
proposes making additional technical assistance available to SFFs to help them improve quality.   

Because many more than the 135 homes in the SFF program could benefit from quality improvement, other 
efforts designed to improve nursing home quality include a voluntary program that CMS established in 
2004 to help nursing homes improve the quality of care provided to residents.  QIOs worked for 12 months 
with one to five nursing homes with significant quality problems in each of 18 States to help them redesign 
their clinical practices.  CMS also completed a seven-State pilot program on criminal background checks for 
prospective direct patient access employees in September 2007.  The evaluation of the pilot, issued in 
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August 2008, contained a number of recommendations regarding appropriate procedures and mechanisms 
for a national background check program. 

CMS has also made progress in promoting quality by collecting and publishing quality-related data on 
nursing homes and hospitals.  CMS offers consumers and the nursing home industry a good base of 
information on the quality of nursing homes, primarily through its Nursing Home Compare Web site.  
Nursing Home Compare includes information on inspection results, including identified deficiencies; 
facility characteristics, such as number of beds and type of ownership; nursing home staffing levels; and 
quality measures based on the clinical and functional status of a nursing home’s residents.  This 
information can be used by consumers to select and monitor performance in nursing homes and by 
providers to serve as the basis for quality improvement efforts.  Additionally, CMS announced that it had 
enhanced Nursing Home Compare to identify the nursing facilities that are or have been on the CMS 
Special Focus Facility List.  CMS also publishes data on hospital quality, providing beneficiaries with 
information they may use in selecting hospitals.  As of 2008, CMS’s Hospital Quality Initiative provides 
consumers with information on quality, patient satisfaction, and pricing for specific procedures, among 
other information.  The initiative relies on a variety of tools that aim to stimulate and support 
improvements in hospital quality of care. 

In its response to the OIG study on “Deficiency History and Recertification of Medicare Home Health 
Agencies,” CMS noted that it had recently adopted changes to combat the problem of cyclical 
noncompliance.  The steps CMS has taken include:  (1) issuing identifiers for home health agency branch 
locations to facilitate oversight, (2) enhancing the Outcome and Assessment Information Set reports to 
provide information to surveyors to help them determine areas to examine during surveys, (3) increasing 
training to provide more tools to surveyors, (4) identifying a targeted sample of home health agencies for 
oversight, and (5) developing and strengthening a State Performance Standards System. 

In May 2008, CMS published new Hospice Condition of Participation requirements that are designed to 
raise the performance standards for hospices.  CMS also indicated that it aims to improve hospice oversight 
by improving the survey process.  CMS also proposes to amend the hospice section of the “State 
Operations Manual” to enable State surveyors to make more consistent decisions regarding compliance 
with Medicare regulations. 

 

Management Issue 5:  Emergency Preparedness and Response  
MANAGEMENT CHALLENGE:  

The ability to effectively prepare for and respond to a public health emergency requires planning, 
coordination, and communication across a wide range of entities that includes Federal agencies; States, 
localities, and tribal organizations; the private sector; individuals and families; and international partners.  
This combination of organizations with significantly different roles and organizational structures poses 
unique and unprecedented demands on HHS, as the Federal agency tasked with the responsibility of 
coordinating the Nation’s health response in the event of a disaster.  Since 2002, HHS has provided over 
$7 billion to States and localities through various programs to enhance their emergency preparedness 
activities and to better enable them to respond to large-scale public health emergencies, such as 
bioterrorism, natural disasters, or outbreaks of infectious disease.   

The threat of future public health emergencies, whether caused by terrorism, natural disasters, or 
pandemic diseases, continues to underscore the need for leadership by HHS in developing a 
comprehensive national public health infrastructure that can rapidly and capably respond to public health 
emergencies of all kinds.  This expanding challenge of preventing and preparing for major emergencies 
necessitates “all hazards” planning to prepare governments at all levels to respond to a wide range of 
unpredictable threats and dangers.   
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Like HHS as a whole, OIG’s oversight has expanded to address both specific emergency situations and a 
broader all-hazards approach.  Although targeted reviews of the Department’s response to past hurricanes 
and pandemic influenza preparedness efforts are event- and scenario-specific, the findings from this work 
form a basis for ongoing and future OIG work that can assist our Nation’s public health system to be better 
prepared to respond to a broad range of emergencies.  OIG work has focused on assessing:  how well HHS 
programs and their grantees plan for, recognize, and respond to health threats; the capabilities and security 
of HHS and grantee laboratory facilities; the management of these grant programs and use of funds by the 
Department and grantees; and the readiness and capacity of responders at all levels of Government to 
protect the public’s health.   

Hurricane Response  

As Congress considers options to assist in restoring the health care infrastructure in and around New 
Orleans, OIG continues to examine the Department’s disaster response work in this area.  Previously, OIG 
examined procurements, beneficiary protections, and the delivery of critical health care services.  OIG 
issued several reports related to the procurement process for pharmaceuticals and other relief-related 
products and services associated with the HHS response to the Gulf Coast hurricanes, including audits of 
51 contracting actions with a total value of $79.6 million.  OIG found that procurement officials generally 
complied with the Federal Acquisition Regulation and associated HHS contract requirements in awarding 
the contracts.   

Additionally, OIG reviewed the emergency preparedness and response activities of a selection of nursing 
homes in five Gulf Coast States and found that all experienced problems during the hurricanes, whether 
evacuating or sheltering in place.  At the same time, OIG reviewed the U.S. Public Health Service (PHS) 
Commissioned Corps’ response to Hurricanes Katrina and Rita and found that although the Corps 
provided valuable support to the States, it could improve its response to public health emergencies.  For 
example, although most deployed officers met Corps readiness standards, many lacked experience, 
effective training, and familiarity with response plans.  OIG also evaluated the use of Government 
purchase cards in support of the Department’s response operations for the Gulf Coast hurricanes and 
found that there was insufficient written guidance regarding emergency purchasing procedures and that 
purchase data contained inaccuracies. 

In the aftermath of Hurricanes Katrina and Rita, OIG’s Office of Investigations (OI) provided protection for 
PHS officials and vital records and assisted with evidence recovery for a number of hospitals in the affected 
area.  OI also served as a liaison with State and local law enforcement officials, as part of the DOJ Fraud 
Task Force in Baton Rouge.  That task force is investigating allegations of fraud related to Federal outlays 
in connection with Hurricane Katrina.  

Our continuing work on the disaster response to the Gulf Coast hurricanes focuses on uncompensated care 
for evacuees and Federal assistance for area hospitals.  OIG examined whether certain State Medicaid 
agencies appropriately claimed special Federal reimbursement available to them for care provided to 
Hurricane Katrina evacuees.  Specifically, we performed reviews of the hurricane-related uncompensated 
care pools at four hospitals in Mississippi and Louisiana.  For two hospitals in Mississippi, we found that 
the State agency generally claimed reimbursement for services provided by the hospitals in accordance 
with the approved uncompensated care pool plans.  For two hospitals in Louisiana, we found that the State 
agency did not always do so and claimed over $19 million unallowable costs for the two hospitals.  In a 
separate assessment of five different States that provided care under their Medicaid programs for evacuees, 
we found that the State agencies did not always claim reimbursement for services provided and claimed 
over $1 million unallowable costs for Hurricane Katrina evacuees. 

In an August 2007 congressional hearing, five hospital groups testified that their hospitals experienced 
significant post-Katrina operating losses, largely because of the increased costs of providing hospital care 
in the hurricane-affected areas.  The hospitals requested additional Federal financial assistance to use for 
recovery of the health care delivery system in the New Orleans area.  OIG conducted a series of audits and 
found that the revenue and expenses reported by these five hospitals were generally accurate but that the 
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data omitted some revenue.  Audits of the testifying hospitals’ Medicare wage data showed they generally 
overstated the data used to calculate Medicare reimbursement rates.   

We also issued two reports regarding profitability of the testifying hospitals.  We found that for FYs 
2002-2007, each of the testifying hospitals had a significantly different profitability trend.  Specifically, the 
hospitals experienced negative margins during both the FYs before the hurricane and in the FY in which 
the hurricane occurred.  Additionally, OIG recently issued a report concerning the distribution of grant 
funds to hospital facilities to improve access to health care.  This review determined that the State agency 
followed the approved methodology for computing grant payments to facilities that were eligible to 
receive payments; however, data entry errors (incorrectly recorded contract labor expenses and the number 
of hours contractors worked) resulted in most of the hospitals receiving an incorrect grant payment 
amount.  The overpayments and underpayments did not affect the total amount awarded under the grant.  
OIG is conducting an additional review to examine the distribution of grant money used to retain and 
recruit health care providers in the hurricane-affected areas. 

Pandemic Influenza Preparedness 

Over the past 2 years, HHS has provided States and localities with $600 million in supplemental funding to 
be used to strengthen responses to bioterrorism, infectious diseases, and natural disasters.  HHS has 
distributed these funds annually under two programs—the Centers for Disease Control and Prevention 
(CDC) Public Health Emergency Preparedness Program and the Assistant Secretary for Preparedness and 
Response (ASPR) Hospital Preparedness Program.  A major focus for the funds is preparedness for 
pandemic influenza.  HHS estimates that a pandemic similar to the severe 1918–19 pandemics would 
sicken 90 million people in the United States (30 percent of the population).  Estimates of the impact of the 
next pandemic vary widely, depending on the kind of flu, the seasonal timing of the outbreak, and other 
factors.  Although scientists cannot predict the severity or timing of a pandemic influenza, many believe it 
is only a matter of time until the next one occurs.  

The Office of the Secretary also allocated $1 million in FY 2008 to OIG to conduct pandemic influenza 
preparedness evaluations and audits.  This initiative, referred to as “Operation Protect,” was developed in 
coordination with CDC and ASPR, and applies a cross-disciplinary approach to assess levels of emergency 
preparedness in State, local, and tribal entities.  The initiative focuses on two coordinated efforts:  
(1) financial audits of State and local government expenditures of pandemic flu preparedness funding from 
CDC and (2) evaluations of selected State and locality preparedness for an influenza pandemic.   

Our financial audits will be focused on:  (1) determining whether expenditures comply with Federal cost 
principles, cooperative agreements, and supplemental guidance; and (2) determining the extent to which 
recipients have expended funds, and why any funds remained unexpended.  Audit results will help to 
identify and explain any delays in spending and show whether claimed costs are reasonable, allocable, and 
allowable.  We are currently performing audits in five States and will be adding States as part of Operation 
Protect. 

As part of OIG’s evaluations of preparedness, we will review the extent to which selected States and 
localities have met preparedness goals outlined in CDC’s Pandemic Influenza Guidance Supplement to the 
2006 Public Health Emergency Preparedness Cooperative Agreement, Phase II.  This review will focus on 
two areas:  preparedness to dispense medical countermeasures─specifically, vaccines and 
antivirals─during an influenza pandemic and medical surge preparedness for an influenza pandemic.  OIG 
will assess the comprehensiveness of State and local plans and determine the extent to which States and 
localities can execute and have exercised their plans.   

Additionally, CDC has determined that an understanding of legal requirements by those involved in 
emergency preparedness and response, as well as the lawyers advising these individuals and 
organizations, plays a critical role in protecting Americans from public health emergencies like pandemic 
flu.  CDC has established a Community Legal Preparedness Initiative, with a goal of fostering coordination 
between public health care agencies and health care organizations.  Building on the importance of legal 
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preparedness, in May 2008, OIG cosponsored, with the American Health Lawyers Association (AHLA) and 
CDC, a public-interest dialogue session focused on pandemic influenza.  This session brought together 
senior officials from the private and public health care sectors, along with representatives of Federal, State, 
and local governments; trade associations; and academic sectors.  Attendees discussed a variety of legal 
issues related to pandemic preparedness and the AHLA publication entitled “Community Pan-Flu 
Preparedness:  A Checklist of Key Legal Issues for Healthcare Providers.” 

Laboratory Capacity and Security  

Early and accurate detection and reporting of biological agents is a critical component of a national 
response to biological threats.  These include agents of bioterrorism, influenza, and food-borne agents that 
cause outbreaks such as E. coli and Salmonella.  The Nation’s laboratory system is made up of State public 
health laboratories and private clinical laboratories.  Clinical laboratories perform diagnostic tests ordered 
by physicians and may be the first to identify the causes of illness in communities.  As an essential first line 
of detection, the Nation’s laboratories must be secure and capable of providing swift and accurate results.  
However, not all clinical laboratories have the capacity to conduct initial screenings and refer suspicious 
specimens to a State laboratory which could confirm the presence of public health threats.   

In 2007, OIG reported that although States had made progress toward completing eight CDC-required 
pandemic influenza laboratory critical tasks, opportunities exist to improve coordination between State 
public health and private clinical laboratories, specifically to decrease the time to detect and report 
pandemic influenza.  All State-level public health laboratories reported the capability to conduct year-
round influenza testing and to detect and subtype influenza viruses, such as H5 influenza, an avian 
influenza virus that has been documented among humans.  However, local private clinical laboratories 
reported that they do not have this subtyping capability, a fact that could present a critical testing 
capability shortfall in the event of a pandemic.  In 2008, OIG issued a similar report on public health 
laboratory capacity to detect and report biological threats.  We found that all States reported meeting at 
least three of the nine CDC testing and reporting requirements we reviewed, but no State met all nine.  
Further, for two of these nine requirements, less than 10 percent of States met all required elements.  States 
must meet all nine requirements by 2010.   

The security of HHS and Department-funded laboratories continues to be a concern of OIG.  Federal law 
charges the Secretary of HHS with the responsibility for regulating toxic materials that pose a severe threat 
to public health and safety.  The Secretary does so, in part, using regulations governing the possession, use, 
and transfer of “select agents” i.e., pathogens or biological toxins that pose a severe threat to public health 
and safety. 

In previous years, OIG reviewed departmental and external laboratories for compliance with the 
regulations governing select agents and found that many laboratories did not adequately safeguard the 
agents against theft or loss.  OIG has also conducted audits at numerous universities, as well as public and 
private laboratories, to assess their compliance with the security and safety requirements of the select agent 
regulations.  We subsequently found that laboratories had problems maintaining accurate inventory and 
access records, controlling access, security planning, and other areas.  OIG has underway audits of HHS 
laboratories with select agents and an audit of select agent transfers. 

OIG has the authority to impose civil monetary penalties against entities that violate select agent 
regulations.  In recent years, OIG has sanctioned entities for various violations of the select agent 
regulations, including conducting unauthorized research with select agents, taking inadequate precautions 
in shipping select agents, storing toxins in an unsecured area prior to transfer, neglecting to train 
employees, and allowing unauthorized individuals access to select agents.  One recent case involved a 
Texas University that paid $1 million to resolve its liability for numerous violations of the select agent 
regulations.  OIG’s investigation revealed, among other violations, that the university failed to obtain CDC 
approval to conduct restricted experiments with a select agent; allowed researchers, on multiple occasions, 
to have access to select agents without prior CDC approval and without having the appropriate education, 
training, and/or experience to handle or use select agents; failed to ensure that appropriate biosafety and 
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security plans were implemented; failed to implement an accurate recordkeeping system for its select agent 
inventory; and failed to report occupational exposures to select agents.  

Bioterrorism and Chemical Emergencies  

To enhance the ability of hospitals and health care systems to prepare for and respond to bioterrorism and 
other public health emergencies, the Hospital Preparedness Program was established.  Available funding 
for FYs 2007 through 2009 is almost $1.3 billion.  Current program priority areas include interoperable 
communication systems, bed tracking, personnel management, fatality management planning, and hospital 
evacuation planning.  OIG completed an audit of one New England State where we determined that the 
State did not comply with Federal requirements governing employee compensation and recommended a 
disallowance of $9.2 million of grant funds.  OIG will also continue to audit grants awarded in two Gulf 
Coast States to determine whether these funds were used in accordance with the grant award. 

In addition, OIG is currently evaluating the storage of drugs to treat nerve agent exposure.  The CDC 
CHEMPAK project provides funds to cities and States to place nerve agent antidotes in monitored storage 
containers for immediate use in the event of a chemical emergency.  OIG will determine whether 
CHEMPAK drugs are stored according to Federal requirements, and the extent to which CDC ensures that 
these drugs meet the requirements of the Shelf Life Extension Program (SLEP).  In SLEP, the Food and 
Drug Administration may extend the expiration date of drugs that pass efficacy testing standards. 

Critical Infrastructure and Continuity of Operations  

In the event of a disaster, it is essential that the Department continue to function smoothly to provide 
critical health and human services to the public.  To do so, the Department must have a strong critical 
infrastructure that protects and connects regions and an established plan in place to ensure the continuity 
of operations (COOP).  Pursuant to National Security Presidential Directive-51/Homeland Security, 
Presidential Directive-20, and Federal Continuity Directives 1 and 2, Federal agencies are responsible for 
developing COOP programs.  OIG is currently reviewing HHS compliance with these Directives including 
assessing regional office and Staff and Operating Division continuity program plans to determine if they 
contain the required continuity elements and supporting tasks. 

Additionally, we are conducting a broad risk assessment of nine HHS agencies that includes an assessment 
of information and communication systems to determine whether they capture and store data in a 
sufficiently timely and reliable manner to facilitate identification and assessment of and response to risks.  
We will also assess whether the agencies have developed communication systems that provide information 
to appropriate personnel to enable them to carry out strategic, operating, compliance, and reporting 
responsibilities. 

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

On October 18, 2007, President Bush signed Homeland Security Presidential Directive (HSPD)-21, 
establishing a new national strategy for “Public Health and Medical Preparedness” (the Strategy).  The 
Strategy aims to improve the Nation’s ability to plan for, respond to, and recover from public health and 
medical emergencies at the Federal, State, tribal, and local levels.  It calls for the development of a national 
health security strategy, as well as a robust infrastructure ─ including healthcare facilities, responders and 
providers ─ which can be drawn upon in the event of an emergency.  The Strategy also seeks to ensure the 
adequate flow of information before, during, and after an event, including critical biosurveillance data and 
risk analysis.  Finally, the Strategy calls for the development of resources at the community level to ensure 
that individuals and families are empowered to protect themselves during an emergency.  

HSPD-21 mandates the development of an implementation plan for the Strategy that contains detailed 
information regarding how the Federal agencies will execute these actions.  Six workgroups have been 
established to oversee implementation of HSPD-21, four of which are chaired by HHS:  (1) Medical 
Countermeasure Stockpiling and Distribution, (2) Biosurveillance, (3) Mass Casualty Care, and 
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(4) Community Resilience.  A fifth workgroup on Education and Training is cochaired by HHS and the 
Department of Defense, and a sixth workgroup on Risk Awareness is being led by the Department of 
Homeland Security.  

In addition, HSPD-21 directed the establishment of two advisory committees.  The National 
BioSurveillance Advisory Committee has been established as a subcommittee to the CDC Advisory 
Committee to the Director.  A Disaster Mental Health Advisory Committee is being established as a 
subcommittee under the National Biodefense Science Board, which advises the Secretary.  HHS has also 
recently established the Emergency Care Coordination Center.  This center is a collaborative effort 
involving the Departments of Defense, Homeland Security, Transportation, and Veterans Affairs that will 
serve as the coordinating focal point for an Emergency Care Enterprise, coordinating with the Federal 
Interagency Committee on Emergency Medical Services.  

Consistent with requirements contained in 2802(b) of the Public Health Service Act, as amended by the 
Pandemic and All-Hazards Preparedness Act (PAHPA) (P.L. 109-417), HHS has updated the performance 
measures used for its related grant programs (existing Public Health Emergency Preparedness, Hospital 
Preparedness Program, Centers for Pubic Health Preparedness grants; and implementing new authorities 
for Real-Time Disease Detection, Health Care Facility Partnerships, Situational Awareness, and Loan 
Repayment grants).  HHS sought to provide greater clarity in language, the use of definitions, and the 
addition of targets.  HHS strongly supported the new accountability provisions included in PAHPA and is 
implementing these provisions.  

HHS is also improving its operational capabilities to respond to emergencies.  The National Disaster 
Medical System, transferred from the Department of Homeland Security to HHS, remains the front line of 
the Federal disaster health care response capability, maintaining 6,200 medical and public health 
professionals and over 1,800 participating hospitals with approximately 32,000 beds.  Over the past 5 years, 
the Hospital Preparedness Program has provided more than $2.6 billion to fund the development of 
medical surge capacity and capability at the State and local levels.  

With respect to pandemic preparedness, CMS disseminated through its provider communications network 
the American Health Lawyers Association publication entitled “Community Pan-Flu Preparedness:  A 
Checklist of Key Legal Issues for Healthcare Providers.”  By doing this, CMS was able to reach 
approximately 600,000 subscribers, most national associations, and over 2,400 local provider associations.  
This checklist serves as a practical tool to assist providers in preparing for a pandemic. 

States and localities continue to make progress in strengthening their public health emergency 
preparedness programs.  Federal, State, and local health departments are striving to work cooperatively to 
ensure that potential bioterrorist attacks are detected early and responded to appropriately.  For example, 
CDC has taken steps to improve its capacity to detect and respond to harmful agents and to expand the 
availability of pharmaceuticals needed in the event of chemical, biological, or radiological attacks.   

Additionally, in response to our nursing home emergency response and preparedness report, CMS 
reported that it plans to implement a communication strategy that will disseminate information among 
State survey agencies, CMS regional offices, and health care facilities.  It also reported participating in 
several departmental and interagency workgroups that are developing recommendations for improved 
collaboration and coordination among Federal, State, and local emergency entities.  In response to a 
separate OIG report, the Commissioned Corps is initiating development of a more effective deployment-
related training program for officers, improving contact and communication mechanisms for officer 
deployments, and revamping its travel systems in support of deployments.   

In response to OIG’s report on the use of purchase cards following the 2005 hurricanes, the Assistant 
Secretary for Administration and Management will add a separate appendix to existing purchase card 
guidance devoted to the use of purchase cards during emergencies and will develop a “quick reference” 
guide to aid cardholders during both emergency and nonemergency situations.  It will also revise the HHS 
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University purchase card training course to include mock scenarios and define roles and responsibilities 
designed specifically for emergency situations.   

However, OIG findings still demonstrate the need for significant improvements for Federal, State, and local 
health entities to be fully prepared to detect and respond to bioterrorism and natural disasters.  OIG will 
continue to conduct emergency preparedness and response oversight activities to better protect the 
Nation’s health and to optimize the use of funding.  

 

Management Issue 6:  Oversight of Food, Drugs, and Medical 
Devices 
MANAGEMENT CHALLENGE: 

The Food and Drug Administration (FDA) is responsible for protecting and promoting public health by 
ensuring the safety, efficacy, and security of human and veterinary drugs, biological products, medical 
devices, the Nation’s food supply, cosmetics, and products that emit radiation.  FDA is also responsible for 
protecting the rights, safety, and well-being of human subjects who participate in clinical trials conducted 
for the products it regulates.  The National Institutes of Health (NIH) is responsible for acquiring 
knowledge through medical science that can help prevent, diagnose, and treat disease and disability.   

OIG recognizes the significant risks to public health and safety if these critical mandates are not properly 
met.  Therefore, OIG continues to focus efforts on reviewing and monitoring the adequacy and 
effectiveness of FDA and NIH policies and programs designed to:  protect the Nation’s food supply, ensure 
the safety of drugs, biologics, and medical devices, and protect human research subjects.  Given FDA’s 
broader responsibilities in this area, OIG audits and evaluations have focused primarily on FDA activities.  
OIG’s enforcement efforts have also addressed fraudulent marketing activities by drug and device 
manufacturers, including kickback activity and the promotion of drugs for uses not approved by FDA.  
Such fraudulent activities undermine the integrity of the products’ labeling and medical decisionmaking, 
and may lead to the products’ inappropriate use, putting patients at risk.   

Oversight 

OIG’s work reflects growing concerns in the areas of the oversight of food, drug, and medical device safety, 
as well as the oversight of clinical trials.  Over the past decade, numerous OIG evaluations and audits have 
consistently documented weaknesses in the Department’s oversight systems for ensuring the safety of 
food, drugs, and medical devices and for protecting human research subjects in clinical trials associated 
with NIH grants. 

Food Safety 

Since the terrorist attacks of 2001, and emphasized by the recent cases of microbial pathogens found in 
spinach, peppers, and peanut butter and a toxic chemical found in pet food, the security and safety of the 
Nation’s food supply has been a great concern for the Department, as well as for other public health and 
homeland security experts.  FDA is responsible for ensuring the safety of about 80 percent of the Nation’s 
food supply, including $417 billion in domestic food and $49 billion in imported food brought to market 
annually.  Recent recalls of human and pet food raise questions about the protocols that FDA uses to 
prevent and respond to the contamination of our Nation’s food and feed supply. 

OIG is currently examining the extent to which FDA can trace food through the distribution chain during a 
food emergency.  OIG is also reviewing the extent to which food facilities comply with FDA’s registration 
requirements, as well as examining FDA’s food facility inspection and complaint investigation processes.  
Additionally, in a series of audits, OIG is examining FDA’s oversight and operations related to three broad 
areas:  imported food, imported pet food and feed products, and recall procedures for human food and pet 
food.  For each of the three areas, OIG is reviewing the extent of FDA’s enforcement authorities, its 
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procedures to implement those authorities, how FDA is carrying out the activities called for in its 
procedures, and the sufficiency of FDA authorities. 

Drug Safety  

Recent OIG work has also identified weaknesses in FDA’s monitoring of drugs following their approval for 
marketing.  For example, in 2006, OIG examined FDA’s monitoring of drug sponsors’ postmarketing study 
commitments.  OIG identified several vulnerabilities that limit FDA’s ability to readily identify whether 
these commitments are progressing toward completion or the timeliness with which they are completed.  
As a result, OIG recommended that FDA instruct drug applicants to provide additional and meaningful 
information in their annual status reports about postmarketing studies.  OIG also recommended that FDA 
improve its management system for monitoring postmarketing study commitments and ensure that these 
commitments are being monitored.  

OIG has recently conducted other evaluations of FDA’s preapproval and postapproval oversight of drugs.  
In 2006, OIG completed a review of FDA’s National Drug Code (NDC) Directory, which is intended to be a 
complete and accurate listing of currently marketed prescription drug products.  OIG found that the NDC 
Directory is neither complete nor accurate and recommended that FDA improve guidance for industry and 
streamline the NDC submission and verification processes.  Further, because of concerns about a generic 
drug review backlog, OIG recently evaluated FDA’s review process for generic drugs.  Pharmaceutical 
companies must submit  Abbreviated New Drug Applications (ANDA) to FDA’s Office of Generic Drugs 
(OGD) and receive OGD’s approval before marketing new generic drugs, and Federal law requires that 
FDA approve or disapprove original ANDAs within 180 days of receipt.  In a 2008 report, OIG found that 
FDA disapproved 96 percent of original ANDAs under review in 2006 because they did not meet FDA 
review standards and that FDA prioritization practices negatively affect ANDA review times.  OIG 
recommended that FDA identify common ANDA deficiencies and offer more guidance to the industry to 
decrease the percentage of disapproved original ANDAs, and that FDA implement new prioritization 
practices. 

In future work, OIG will review the extent to which FDA conducts compliance inspections of domestic 
drug manufacturers and examine FDA’s oversight of firms that collect and process human cells and tissue 
for transplantation.   

Medical Device Safety  

OIG has also increasingly focused attention on issues related to the safety of medical devices.  About 
100,000 types of medical devices are currently in use and range in complexity from bandages to 
replacement heart valves.  FDA receives about 200,000 adverse event reports each year regarding medical 
devices.  About half these reports involve serious injuries and a few involve deaths. 

In ongoing work, OIG is reviewing FDA’s adverse event reporting system for medical devices.  In this 
review, OIG is evaluating the extent to which FDA ensures compliance with adverse event reporting 
requirements and examining how FDA uses medical device adverse event reports to identify and address 
safety concerns as well.  In future work, OIG plans to review FDA’s oversight of medical device 
postmarketing surveillance studies.  Specifically, OIG plans to review the extent to which FDA has 
required postmarketing studies of medical devices, the level of compliance among sponsors that have been 
required to perform such studies, and FDA’s oversight of sponsors’ study commitments.  OIG also plans to 
identify trends and challenges associated with postmarketing surveillance studies. 

OIG testified before the Senate Special Committee on Aging in 2008 on how financial relationships between 
the medical device industry and physicians can create both benefits and risks to patients and health care 
programs.  OIG noted that the risks associated with these practices and relationships can lead to increased 
health care costs and improperly influence physicians’ medical judgment.   
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Clinical Trials 

In addition to conducting reviews related to the safety of food, drugs, and medical devices, OIG is 
continuing its work concerning human subject protections in clinical trials.  For example, in 2007, OIG 
evaluated FDA’s Bioresearch Monitoring (BiMo) program.  OIG found that the lack of a clinical trial 
registry and inconsistencies in inspection classifications inhibited FDA’s ability to manage the BiMo 
program effectively.  OIG also found that FDA inspected only about 1 percent of clinical trial sites during 
the FY 2000 - 2005 period.  OIG recommended that FDA improve its information systems and processes, 
establish a mechanism to provide feedback to BiMo investigators on inspection findings, and seek legal 
authority to provide oversight that reflects current clinical trial practices.   

OIG will continue to focus on the oversight of clinical trials.  In FY 2009, for example, OIG plans to evaluate 
FDA’s oversight of foreign clinical trials.  Future OIG work will also examine NIH’s use of Data Safety 
Monitoring Boards to ensure the safety of human subjects in clinical trials.   

Enforcement 

OIG, along with its Government partners, has participated in the investigation and/or resolution of 
pharmaceutical and medical device fraud cases that have resulted in more than $5 billion in recoveries and 
fines since 1999.  The Government is currently investigating numerous additional allegations of fraudulent 
marketing and promotional practices in the pharmaceutical industry and is reviewing over 100 sealed qui 
tam complaints involving pharmaceutical fraud and abuse.  In addition, OIG is increasingly using its 
administrative authorities to sanction individuals and entities engaged in fraudulent and abusive practices 
in the pharmaceutical and medical device industries.   

OIG has continued to work with its law enforcement partners to successfully pursue and resolve complex 
cases involving alleged wrongdoing by pharmaceutical manufacturers in connection with the marketing 
and promotion of drugs.  For example, in May 2007, Purdue Frederick Company, Inc., and Purdue Pharma 
L.P. and three of its top executives entered a $600 million global settlement relating to allegations that the 
companies engaged in fraudulent marketing of OxyContin.  OxyContin is a Schedule II controlled 
substance used to control and relieve pain.  It is a highly addictive drug with a history of abuse.  The 
settlement resolved allegations that the Purdue companies marketed OxyContin as less subject to abuse, 
illicit use, and diversion, and as less addictive and less likely to cause tolerance and withdrawal than other 
pain drugs. 

Also in 2007, Bristol-Myers Squibb Co. (BMS), and its wholly owned subsidiary, Apothecon, Inc., agreed to 
pay more than $499 million as part of the resolution of a False Claims Act case associated with a variety of 
drug marketing and pricing practices, including the payment of kickbacks aimed at inducing providers to 
purchase and prescribe their drugs.  In addition, BMS allegedly used fraudulent marketing tactics to 
promote the sale of the drug Abilify, an atypical antipsychotic drug, for uses not approved by FDA, 
including the treatment of dementia-related psychosis in the elderly.  In fact, FDA has mandated that the 
package for Abilify carry a “black box” warning concerning its use in the treatment of dementia-related 
psychosis.  A black box warning is a type of warning that appears on the package insert for prescription 
drugs that may cause serious adverse effects.  

OIG administrative sanctions complement criminal and civil enforcement by providing an additional 
avenue for Government enforcement.  OIG has the authority to exclude individuals and entities from the 
Federal health care programs and to impose civil monetary penalties (CMP) for a range of abusive 
practices, including kickbacks and false claims.  

In recent years, OIG has increasingly used its CMP authority to sanction the payers and recipients of 
kickbacks.  Many of the same schemes that OIG has encountered in the pharmaceutical sector are present 
in the medical device manufacturing sector.  OIG’s settlement in July 2007 with Advanced 
Neuromodulation Systems, Inc. (ANS), a device company specializing in spinal cord stimulation, is 
illustrative.  In this matter, OIG alleged that ANS engaged in a marketing program in which it paid a 
number of physicians $5,000 for every five new patients they tested with an ANS product.  OIG alleged 

III-34 | U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES  



FY 2008 AGENCY FINANCIAL REPORT 

that ANS’s program did not have any significant clinical value but rather served as a marketing tool to 
increase ANS’s sales.  In addition, OIG alleged that ANS’s sales and marketing personnel provided 
physicians with sports tickets, free trips, free dinners, grants, and other gifts.  ANS paid $2.9 million and 
entered into a 3-year CIA with OIG to resolve allegations that it paid kickbacks to physicians in violation of 
the CMP law. 

Kickbacks were also the underlying issue in a recent set of settlements with four major medical device 
manufacturers.  In September 2007, Zimmer, Inc., DePuy Orthopaedics, Inc., Biomet Inc., and Smith & 
Nephew, Inc., entered into civil settlement agreements with the Government collectively totaling 
$311 million to resolve allegations under the False Claims Act.  The Government alleged that the four 
companies provided financial incentives in the form of consulting agreements, lavish trips, and other perks 
to induce physicians to use a particular company’s artificial hip and knee reconstruction and replacement 
products. 

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

HHS and Congress have made progress in addressing the challenges of food, drug, and medical device 
safety.  For example, on September 27, 2007, the FDA Amendment Act of 2007 (the Act) was signed into 
law, providing FDA with increased resources for improving its postmarketing safety surveillance.  Among 
other things, the Act reauthorized the prescription drug user fee program, with increased funding for 
postmarket safety surveillance and the review of direct-to-consumer advertising submitted by companies 
to FDA.  The Act also reauthorized the medical device user fee program, which includes additional 
postmarket safety checks.  Furthermore, it provided FDA with the authority to require label changes on 
drugs to reflect new safety information and to fine companies that do not comply with requests for 
additional trials after a drug reaches the market.   

FDA has also implemented several organizational changes to address the challenges of food, drug, and 
medical device safety.  For example, in 2007, FDA announced the creation of a new position, Assistant 
Commissioner for Food Protection, and unveiled its Food Protection Plan to keep the Nation’s food supply 
safe from both unintentional and deliberate contamination.  That plan incorporates strategies for 
prevention, intervention, and response.  Additionally, in 2008, FDA established offices in China to facilitate 
inspections of Chinese food and drugs before they are imported to the United States. 

To better manage the generic drug review process, FDA has provided guidance to assist the industry in 
submitting more easily reviewed applications and has revised the prioritization process based on a generic 
drug’s potential market entry date.  FDA also indicated that it continues to alter its review process with the 
goal of reducing review times and may consider additional revisions to the prioritization process.  
Moreover, in response to OIG’s recent report on the oversight of clinical trials, FDA indicated that it is 
developing an internal listing of all ongoing clinical trials as part of a broader effort to manage FDA’s 
regulated product information electronically.   

FDA has also made progress in tracking postmarketing study commitments.  Section 921 of the Act added 
a requirement for FDA to review the entire backlog of postmarketing study   commitments on an annual 
basis to determine which commitments require revision or should be eliminated.  FDA must report to 
Congress on its determinations.  To develop recommendations for improving the quality of its 
postmarketing study commitment processes, FDA contracted with a consultant to assess the 
decisionmaking, tracking, and review processes behind requests for postmarketing study commitments for 
human drugs and biologics. 
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Management Issue 7:  Grants Management 
MANAGEMENT CHALLENGE: 

HHS is the largest grant-awarding agency in the Federal Government.  The Department’s public health and 
human service agencies rely on grants and cooperative agreements to meet their mission objectives, such as 
providing health and social services safety nets, preventing the spread of communicable diseases, and 
researching causes and treatments of diseases.  During FY 2007, the Department issued grants totaling 
$273 billion ($40 billion discretionary and $233 billion mandatory).  Medicaid constituted the largest 
portion of mandatory grants ($188 billion) and is discussed under Management Issue 3:  Medicaid and 
SCHIP Integrity.  This management issue focuses on grant programs administered by NIH, the 
Administration for Children and Families (ACF), and the Health Resources and Services Administration 
(HRSA). 

The size and scope of HHS grant expenditures, coupled with unique vulnerabilities associated with the 
very nature of a grant, have made grants management a significant area of focus for OIG.  Unlike the 
management of other Government expenditures, performance responsibility and management of a grant 
rest primarily with the grantee, with little or no Government involvement in the funded activity.  
Vulnerabilities stemming from this limited oversight are compounded by the limited experience of many 
HHS grantees.  For example, inexperienced grantees are particularly likely to receive funding when new 
grant programs are created or existing programs are expanded.   

OIG, through its audits, evaluations, and investigations, has sought to ensure that grant monies are used 
for their intended purposes and are overseen in the most efficient and effective manner.  However, OIG has 
continued to find misuse of grant funds and weaknesses in the oversight of these funds. 

Discretionary Grants 

Discretionary grants permit the Federal Government to exercise discretion in selecting grantees typically 
through a competitive grant process.  NIH, ACF, and HRSA award about 84 percent of the $40 billion in 
discretionary grants.   

NIH is the primary agency for conducting and supporting medical research, awarding over $21 billion in 
grants in FY 2007.  In 2008, OIG assessed the management and oversight of the National Cancer Institute’s 
(NCI) Research Project Grants and identified several areas in need of improvement.  OIG found that NCI 
reviewed all progress reports to monitor grantee performance, but that 41 percent of progress reports were 
received after the required deadline.  Additionally, not all grant closeouts were performed within 
departmental guidelines, and in some cases supporting documentation was insufficient.  Also in 2008, OIG 
assessed NIH’s oversight of grantee institutions’ financial conflicts of interest as well as NIH’s handling of 
allegations concerning conflicts of interest and ethics violations (discussed in more detail in Management 
Issue 9:  Ethics Program Oversight and Enforcement).  In upcoming years, OIG intends to review:  (1) the 
process the National Center for Research Resources uses to oversee clinical and translational science award 
grantees, (2) the process the National Institute of Allergy and Infectious Diseases uses to monitor Project 
BioShield grantee compliance with Federal requirements, (3) the extent to which Data and Safety 
Monitoring Boards monitor data in clinical trials, and (4) grantee management of financial conflicts of 
interest in NIH-funded research.  

During FY 2007, ACF administered $7.6 billion in discretionary grant programs that promote the economic 
and social well-being of families, children, individuals, and communities.  The Head Start program 
accounted for $6.6 billion of ACF discretionary grants.  OIG has identified vulnerabilities in the Head Start 
program including problems related to financial management, the health and safety of children, and 
underenrollment.  To illustrate, during FYs 2007 and 2008, OIG investigated a fiscal manager who 
embezzled $20,000 and a chief financial officer who embezzled over $29,000 from separate Head Start 
grantees.  Additionally, ACF suspended a Head Start agency when OIG discovered that its financial 
management systems did not meet Federal requirements to properly account for Federal funds and assets, 
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and found several instances in which the agency did not comply with applicable health and safety 
requirements.  For example, four employees had been arrested and/or convicted for domestic violent 
assault or possession of drugs, and three employees should have been disqualified from employment 
because of a history of child abuse and neglect.   

Further, in a 2007 review related to enrollment in the Head Start program, OIG found that 5 percent of 
Head Start slots were funded but not filled and identified barriers that grantees face in maintaining full 
enrollment.  These problems may be compounded by ACF relying on inaccurate data to monitor 
enrollment levels.  Finally, during FY 2008, OIG collaborated with ACF to launch a national review to 
determine compliance with licensing, health and safety standards at selected childcare facilities within 
eight States. 

During FY 2007, HRSA awarded over $4.7 billion to improve access to health care services for people who 
are uninsured, isolated, or medically vulnerable.  Making Federal funds available for reimbursement of 
costly health care services continues to expose HRSA to a host of vulnerabilities.  To illustrate, one of 
HRSA’s major programs is administration of the Ryan White Comprehensive AIDS Resources Emergency 
(CARE) Act.  The Act was reauthorized in 2006 as the Ryan White HIV/AIDS Treatment Modernization 
Act, with a 3-year authorization set to expire on September 30, 2009.  Additionally, a new requirement 
established that at least 75 percent of grant funds awarded for metropolitan areas, States, and early 
intervention services must be spent on core medical services unless the grantee requests and receives a 
waiver from this requirement.  From FYs 2004 through 2006, HRSA awarded over $2.3 billion in grants to 
fund health care and support services for uninsured or underinsured people with HIV/AIDS.  During 
2008, OIG finished its pilot review of a single territory and determined that over $24 million in services 
paid for with Ryan White grant funds should have been covered by other health insurance.  OIG plans to 
extend this review to eight more States.  OIG also plans to assess HRSA’s oversight for ensuring that Ryan 
White grantees comply with the new 75-percent requirement and how this new requirement might affect 
grantee operations. 

Mandatory Grants 

Mandatory grants are those that a Federal agency is required by statute to award if the recipient, usually a 
State, submits an acceptable application and meets eligibility and compliance requirements.  ACF awarded 
almost $38 billion in mandatory grants during FY 2007, with the Temporary Assistance for Needy Families 
(TANF), Foster Care and Adoption Assistance, Child Support Enforcement, and Child Care and 
Development Fund programs accounting for about $30 billion. 

During FY 2007, OIG established error rates for improper TANF payments in a pilot review of three States 
to assist the Department in meeting the requirements of the Improper Payments Information Act of 2002.  
We estimated that the improper payment rates for the three States ranged from 12 to 40 percent of the 
Federal dollars expended for the 6-month audit period.  Total erroneous payments amounted to an 
estimated $95 million.  These improper payments resulted in the States either not meeting eligibility 
requirements or not adequately documenting eligibility and payment determinations.  We recommended 
that these States ensure compliance with Federal and State TANF requirements, determine the current 
eligibility of all recipients identified as improperly enrolled and deny further assistance to those who 
remain ineligible, and recalculate assistance budgets for all recipients identified in these reviews as having 
received improperly calculated payments.  During FY 2008, OIG statistically selected eight States to 
develop a nationwide improper payment rate for the TANF program.  OIG has completed work in seven 
States and plans to begin work in the eighth State in FY 2009.  Error rates for the seven reviewed States 
range from 6 to 29 percent of the Federal dollars expended for the 1-year audit period, amounting to an 
estimated $190 million in improper payments. 

Foster care training and administrative costs have risen dramatically in relation to maintenance payments 
in recent years.  Certain training costs qualify for an enhanced 75-percent Federal funding rate.  In FY 2007, 
we identified two States that claimed $22 million in foster care administrative costs that were either 
claimed as training costs, or were otherwise unallowable, improperly allocated or unsupported.  Two 
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reviews of another State in FY 2008 questioned an additional $4 million in foster care administrative costs 
that were claimed as training costs, or were otherwise unallowable, improperly allocated or unsupported.  
OIG recommended that these States refund the amounts improperly claimed, identify and resolve any 
unallowable claims made after the audit period, and discontinue claiming reimbursement for unlicensed 
facilities and ineligible children and services.  Because of the apparent vulnerabilities created by enhanced 
reimbursement rates for training costs, we have started work in three additional States. 

OIG has also identified specific vulnerabilities associated with State claims for foster care maintenance and 
administrative costs.  For example, maintenance costs cover room and other costs for children who meet 
Title IV-E eligibility requirements and facilities that are appropriately licensed.  Administrative costs cover 
staff activities, such as case management and supervision of children placed in foster care.  Our work in 
one State during FY 2008 identified $23 million in unallowable maintenance payments claimed for 
unlicensed facilities or ineligible children.  Related administrative costs amounted to an unallowable $38 
million.  Because of the significant amounts identified in this one State, we plan to conduct similar reviews 
in additional States in FY 2009.  Because the adoption assistance program relies primarily on foster care 
eligibility criteria, OIG conducted pilot reviews in three States during FY 2007 to identify whether this 
program faced similar vulnerabilities to the foster care program.  The pilot reviews revealed an average 
error rate of 27 percent and about $14 million in improper adoption assistance payments.  During FY 2009, 
OIG will continue its reviews of the foster care and adoption assistance programs in additional States. 

OIG has also focused attention on federally funded child support enforcement and has identified concerns 
related to undistributed child support collections and obtaining payments from noncustodial parents with 
large child support debts.  Historically, States have had difficulty in distributing sizable amounts of 
support payments because certain identifiers, such as custodial parents’ addresses, were not current or the 
case numbers were omitted from collection receipts.  Federal criteria require that undistributable child 
support payments be counted as program income and used to reduce Title IV-D program expenditures, 
which the Federal Government generally reimburses at a rate of 66 percent.  During FYs 2007 and 2008, 
OIG found that nine States had not reported $8.8 million in undistributed Title IV-D child support 
collections as program income to ACF.  In 2007, OIG examined States’ use of debt compromise to collect 
payments from noncustodial parents with large debt balances.  OIG found that child support enforcement 
agencies in 20 States operate fully implemented or pilot debt compromise programs, and another 23 States 
settle arrearage debt on a case-by-case basis.  Further, those States with debt compromise programs 
experienced average settlements of $9,383 per case and subsequently closed 41 percent of the cases 
reviewed.  However, four of five selected States did not routinely follow up when noncustodial parents 
paid irregularly following debt compromise. 

During FY 2009, OIG will evaluate the effectiveness of tools for improving collections from independent 
contractors, making noncustodial parents accountable for court-ordered medical support by contributing 
toward their children’s Medicaid costs, securing identifier information from financial institutions, and 
ensuring that Federal agencies accurately submit child support payments garnished from employee 
paychecks. 

OIG also is authorized to investigate the interstate nonpayment of child support under 18 U.S.C. § 228.  
During FYs 2007 and 2008, based on OIG investigations, 96 deadbeat parents were successfully prosecuted 
and, as a result, $4.9 million in outstanding child support payments were ordered to be paid. 

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

Through the Governmentwide Federal Grant Streamlining Program, the HHS grants management 
environment is continually undergoing significant changes.  The program is intended to implement the 
Federal Financial Assistance Management Improvement Act of 1999 (Public Law 106-107), which requires 
agencies to improve the effectiveness and performance of their grant programs, simplify the grant 
application and reporting process, improve the delivery of services to the public, and increase 
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communication among the entities responsible for delivering services.  HHS has worked to develop more 
consistent policies and practices throughout the Department and has undertaken a principal role in 
enhancing the transparency of Government funding through its leadership and implementation of the 
Federal Funding Accountability and Transparency Act (FFATA).  To comply with FFATA requirements, 
HHS has modified its Tracking Accountability in Government Grants System and worked with the Office 
of Management and Budget (OMB) to help solve data collection issues.  HHS also remains committed to 
ensuring the successful implementation of Grants.gov as the single Governmentwide portal for locating 
funding opportunities, obtaining application packages, and reporting annual results.   

NIH reported a number of planned and ongoing activities to address the areas of improvement that OIG 
identified in our 2008 review of NCI’s grants oversight.  NIH stated that it will engage in education and 
outreach with grantee officials to address late submission of progress reports, Financial Status Reports, and 
closeout documents.  Additionally, NIH expects to increase timeliness of grantee reporting through 
continued development and deployment of its electronic grants management system.  NIH is also planning 
to conduct a pilot study to review the Federal Cash Transaction Report. 

ACF has taken action to address several issues identified in OIG’s 2007 report on enrollment levels in Head 
Start.  To address transportation challenges that may hinder grantee efforts to achieve full enrollment, ACF 
recently developed a Web-based “transportation pathfinder” tool.  ACF has also modified its Program 
Information Report system to ensure that the funded enrollment is accurately reported.  Additionally, in 
December 2007, Public Law 110-134 reauthorized the Head Start program, making several significant 
changes to the Head Start Act that address OIG’s findings.  Specifically, subject to the specifics of the 
implementing regulations, grantees may now propose to serve up to 35 percent of their enrollment from 
children whose families’ incomes are between 100 percent and 130 percent of the poverty line.  Further, 
reviews of Head Start agencies will now include a review of grantee efforts to collaborate with other 
entities serving the Head Start population.  Finally, the new legislation clarifies when funding withdrawals 
due to underenrollment are appropriate. 

ACF also noted that efforts have been made by States to reduce net child support undistributed collections.  
Specifically, ACF reported that net undistributed collections decreased 36 percent over the past seven 
years, from $738 million in FY 2001 to $472 million in FY 2007. 

In March 2008, HRSA reported that it had taken steps to implement several OIG recommendations made in 
2004 to address oversight of Ryan White grantees.  Specifically, HRSA reported that it has enhanced 
training for project officers, developed a site visit protocol for onsite monitoring, and increased the number 
of grantee site visits.  

It is imperative that HHS agencies adequately manage and monitor their grantees’ and, to the extent 
possible, their subgrantees’ program performance and require fiscal accountability through the life of the 
grants.  Over the next fiscal year, OIG will continue to oversee departmentwide efforts related to the 
streamlining of Federal assistance programs, grants management, and program oversight and monitoring. 

 

Management Issue 8:  Integrity of Information Systems and the 
Implementation of Health Information Technology 
MANAGEMENT CHALLENGE: 

The Department faces the related challenges of ensuring the integrity of its information systems and 
developing a strategy and framework for advancing the development and adoption of a new interoperable 
nationwide health information technology (HIT) infrastructure.  To ensure the confidentiality, integrity, 
and reliability of critical data that support departmental operations, it is essential that the Department have 
adequate internal controls over its information systems.  Similarly, as the Department moves forward in 
carrying out the President’s Executive Order 13335, which requires the development and nationwide 
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implementation of an interoperable HIT, similar controls to ensure reliability, confidentiality, privacy, and 
security when exchanging, storing, and using electronic health information must also be established. 

OIG, through mandated and other efforts, evaluates information systems controls and the oversight of 
Federal information security programs.  This includes the oversight of HHS financial systems as well as 
systems used by HHS operating divisions, Medicare contractors and providers, and State Medicaid 
agencies.  OIG also monitors the development and operation of a variety of departmental HIT systems. 

Integrity of Systems 

To accomplish its mission, the Department relies on a distributed network environment that includes 
Federal agencies, State and local governments, grantees, contractors, and colleges and universities.  This 
distributed network environment, composed of autonomous entities, complicates the Department’s efforts 
to establish a baseline of core security requirements and to design and implement an information security 
program to protect its critical infrastructure and assets.  The expansion of HHS programs, such as the 
creation of the Medicare Part D benefit, significantly increases the programmatic and system demands on 
the Department.  It creates new and expands existing relationships with business partners, such as 
Medicaid State agencies and contractors.  In turn, these relationships create the potential for new system 
security exposures that must be evaluated and, if need be, mitigated to ensure the confidentiality, integrity, 
and availability of critical assets. 

OIG is required to conduct specific information technology (IT) reviews including annual reviews required 
by the Federal Information Security Management Act (FISMA) and by section 912 of the MMA.  The 
purpose of FISMA is to provide a comprehensive framework for ensuring the effectiveness of information 
security controls over information resources that support Federal operations and assets and to provide a 
mechanism for improved oversight of agency information security programs.  Section 912 of the MMA 
requires each Medicare fiscal intermediary and carrier to have its information security program evaluated 
annually by an independent auditor.   

In both types of reviews, OIG has continued to identify similar weaknesses in security controls.  For 
example, recent OIG reviews have identified security vulnerabilities, including faulty firewalls protecting 
networks, antivirus and patch management procedures not being adhered to, password requirements not 
being followed, and untimely background checks that allowed individuals without the proper security 
clearances to access data.  Such control weaknesses can compromise the integrity of sensitive program data 
and increase the risk that such data may be inappropriately used or disclosed.  

The development and expansion of Department IT systems also brings new focus to additional areas of 
risk.  For instance, over the past several years the importance of protecting personal data has become much 
more visible, as illustrated by media attention to personal data lost by accounting firms, credit bureaus, 
universities, and insurance companies, and, most recently, the loss of data by Federal agencies.  OMB has 
recently reemphasized Federal agency responsibilities under the law to appropriately safeguard sensitive, 
personally identifiable information and to train Federal employees regarding their responsibilities in this 
area.  The OIG FISMA assessments of the last several years have continued to find that many identified 
security weaknesses are attributable to either an absence of a process to protect resources or a failure to 
comply with an established process.   

As part of HHS’s responsibility to protect patient health information, the Department oversees and 
enforces HIPAA Privacy and Security Rules.  HIPAA specifies a series of administrative, technical, and 
physical security procedures for covered entities, such as providers and data centers, to be utilized to 
ensure the confidentiality of electronic health information.  However, OIG recently reported that, as of 
August 2007, CMS had taken limited actions to ensure that covered entities adequately implement the 
HIPAA Security Rule.  These actions have not provided effective oversight or encouraged enforcement of 
the HIPAA Security Rule by covered entities.  Although authorized to do so by Federal regulations, CMS 
had not conducted any HIPAA Security Rule compliance reviews of covered entities at the time of our 
review.  To fulfill its oversight responsibilities, CMS relied on complaints to identify any noncompliant 
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covered entities that it might investigate.  As a result, CMS had no effective mechanism to ensure that 
covered entities were complying with the HIPAA Security Rule or that electronic personal health 
information was being adequately protected.  Currently, OIG is assessing the control environment at major 
hospitals to determine if personally identifiable information and electronic protected health information 
data are adequately protected.  

OIG continues its efforts to monitor HHS oversight of its vital IT systems to ensure that all necessary 
technical and policy measures are being taken to protect sensitive information, the systems storing the 
information, and the physical or electronic transport of the information.  Through planned work, OIG will 
place new emphasis on controls designed to ensure the protection of personal data.  OIG will also continue 
to review the controls that are designed to ensure the integrity of data on which critical systems depend for 
the accurate payment of billions of dollars through the numerous vital programs administered by the 
Department.  For example, in FY 2009, OIG will review CMS oversight of data security requirements that 
require State-produced Medicaid information to be adequately stored and processed to protect it against 
unauthorized disclosure.   

Health Information Technology 

In 2001, the President announced the development and implementation of an “interoperable health 
information technology infrastructure” as a key initiative for ensuring that health care programs 
administered or sponsored by the Federal Government continue to promote health care quality and 
efficiency.  HIT is the electronic technology used to collect, store, retrieve, and transfer data related to the 
clinical, administrative, and financial information of patients receiving health care services.  In April 2004, 
the President issued Executive Order 13335 to facilitate reaching this goal and, in doing so, he directed the 
Secretary of HHS to establish the position of National Health Information Technology Coordinator 
(National Coordinator).  According to the Executive Order, under the direction of the Secretary of HHS, 
“[t]he National Coordinator shall, to the extent permitted by law, develop, maintain, and direct the 
implementation of a strategic plan to guide the nationwide implementation of interoperable HIT in both 
the public and private health care sectors that will reduce medical errors, improve quality, and produce 
greater value for health care expenditures.”  A target date for the majority of Americans to have access to 
electronic health records by 2014 has also been set.  

After being established in 2005, the Office of the National Coordinator for Health Information Technology 
(ONC) began addressing many of the considerations involved in developing and implementing a 
nationwide system of interoperable HIT.  In particular, ONC participated in the establishment and 
facilitation of a Federal Advisory Committee, the American Health Information Community (AHIC), to 
assist in the development of specific recommendations on such topics as consumer empowerment, chronic 
care, bio-surveillance, and electronic health records.  Additionally, AHIC is tasked with addressing issues 
of privacy and security, HIT systems certification, quality of care, and personalized care, among others.  
Much of this work will be transitioned to the AHIC successor organization when it is established in 
CY 2008. 

In 2007, OIG conducted a survey of the implementation status of HIT and health information exchange 
(HIE) efforts in State Medicaid agencies.  OIG found that almost a quarter of State Medicaid agencies have 
implemented HIT initiatives and that more than three quarters of States are developing similar HIT 
initiatives.  Additionally, OIG reported that a number of Medicaid agencies were involved in the planning 
of statewide HIE networks, including incorporating the Medicaid Information Technology Architecture 
(MITA) into their HIT and HIE planning.  Based on the survey findings, OIG recommended that CMS 
continue to support the goals of MITA to help facilitate future State Medicaid HIT and HIE initiatives, 
work in collaboration with other Federal agencies and offices to assist State Medicaid agencies in 
developing privacy and security policies, and continue to work with ONC to ensure that State Medicaid 
initiatives remain consistent with national goals. 

In future HIT related work, OIG plans to examine the experiences of Part D plan sponsors related to 
e-prescribing, a prescription delivery practice that enables providers and pharmacists to electronically 
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transmit prescription orders and other prescription-related information for Part D beneficiaries.  CMS rules 
require that Part D plans support an “electronic prescription program” for any providers and pharmacies 
that voluntarily choose to use e-prescribing, and OIG will examine how Part D sponsors have implemented 
e-prescribing programs and standards.  Additionally, OIG will continue monitoring proposed changes to 
the Health Insurance Portability and Accountability Act of 1996 related to HIT and the impact that such 
changes would have on the permissible secondary uses of health information data for such activities as 
quality of care investigations and oversight. 

To enable us to adapt to changing practices in health care and to continually update our oversight 
capabilities in this area, OIG is developing a specialized computer lab to train staff in new IT auditing 
technologies, tools, and approaches.  This lab will enable OIG to improve the skills of its staff related to 
conducting assessments of HIT systems that contain clinical, administrative, and financial health 
information. 

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

HHS has made progress in the security of the Department’s most critical and essential assets, both physical 
and cyber-based, such as laboratories, computer systems, and data communication networks.  The Secure 
One HHS project, begun in FY 2003 and supported through a multiyear contract, was initiated by the 
Department to improve IT security from the top down by providing security policy, procedures, and 
guidance to HHS agencies.  The goals of this project are to improve the overall security of the Department’s 
IT operations, ensure adequate departmentwide security standards, support integration of IT security 
practices into all phases of HHS operations, and promote an environment in which employee actions 
reflect the importance of IT security. 

Since our review, CMS has made some progress in its oversight of covered entities implementation of the 
HIPAA Security Rule.  After we completed our fieldwork in 2007, CMS executed a contract to conduct 
compliance reviews at covered entities.  A list of potential policies, procedures and documents that could 
be included in these reviews was posted to the CMS Web site in late 2007.  In its response to our draft 
report, CMS also described outreach and education efforts it has undertaken to heighten the industry’s 
understanding of HIPAA security requirements and promote compliance. 

In response to our review of HIT and HIE efforts in State Medicaid agencies, CMS stated that it is working 
with the Agency for Healthcare Research and Quality on selecting a vendor to work with State Medicaid 
and SCHIP agencies to expand their involvement with HIT and HIE in the areas of privacy and security.  
CMS also stated its intent to work closely with ONC to ensure that MITA and the State initiatives that CMS 
supports are consistent with national HIT goals and objectives.  

As part of its efforts to encourage the development and use of HIT, on August 8, 2006, the Department 
issued final regulations that establish new exceptions (42 CFR 411.385 (v) and (w)) under the physician self-
referral law and new safe harbors under the anti-kickback statute (42 CFR 1001.952(x) and (y)) involving 
the donation of certain HIT equipment and services.  The final rules seek to lower perceived barriers to the 
adoption of HIT through exceptions and safe harbors that promote the adoption of e-prescribing 
technology and interoperable electronic health record systems while safeguarding the Federal programs 
and beneficiaries against undue risks of fraud and abuse.  As required by the MMA, the first exception and 
safe harbor establish the conditions under which hospitals and certain other health care entities may 
donate to physicians and certain other recipients’ hardware, software, or IT and training services necessary 
and used solely for e-prescribing.  The second exception and safe harbor establish conditions under which 
certain entities may donate to physicians and certain other recipients interoperable electronic health record 
(EHR) software, IT, and training services necessary and used predominantly for EHRs. 

In June 2008, ONC issued the ONC-Coordinated Federal HIT Strategic Plan to meet the requirements of 
Executive Order 13335.  The plan outlines two goals covering “patient-focused health care” and 
“population health,” and each goal shares four objectives focusing on privacy and security, 
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interoperability, adoption, and collaborative governance.  Among the initiatives, programs and projects 
cited in the strategic plan as advancements that contribute to the President’s vision, ONC highlights 
hosting or participating in numerous partnerships for developing interoperability, privacy, and security 
standards and definitions; creating frameworks for pilot testing select standards for future use; and 
launching HIT “use cases” through the Healthcare Information Technology Standards Panel.   

ONC has also continued to lead the Interagency Health Information Technology Policy Council, which 
involves representation from across the Federal Government.  Through this group, more than 20 Federal 
departments and agencies regularly interact and exchange information about Federal HIT activities and 
examine collaborative approaches to implementing HIT policy priorities, including those of privacy and 
security.  Additionally, HHS plans to release by the end of 2008 a privacy and security framework to 
increase trust among consumers and users of electronic individual health information and to govern all 
privacy and security efforts related to electronic health information exchange.   

 

Management Issue 9:  Ethics Program Oversight and 
Enforcement 
MANAGEMENT CHALLENGE: 

OIG has historically been involved in oversight of the Department’s ethics program.  OIG’s activities have 
ranged from evaluating agency ethics programs at selected Operating Divisions (OPDIV) to determine 
whether they comply with regulations issued by the Office of Government Ethics (OGE) and HHS, to 
investigating allegations of criminal ethics violations by current and former HHS employees.  OIG’s 
activities related to ethics issues have steadily increased as a result of congressional hearings, GAO 
reviews, press reports, and casework.  Since 2005, ethics program oversight has been recognized as one of 
the Department’s top management challenges in the context of both grants management and research and 
regulatory oversight management challenges. 

OGE was established in 1978 to assist the executive branch in preventing and resolving conflicts of interest 
by Government employees.  In partnership with executive branch agencies, OGE fosters adherence to high 
ethical standards to strengthen the public’s confidence that the Government’s business is conducted with 
impartiality and integrity.  The Secretary of HHS has delegated responsibility for the day-to-day 
administration of the ethics program to the Designated Agency Ethics Official (DAEO).  The DAEO 
appoints Deputy Ethics Counselors (DEC) to serve as ethics advisers in the OPDIVs and Staff Divisions 
(STAFFDIV).  In addition, Congress has imposed prohibitions to help ensure that Federal employees are 
not compromised by conflicts of interest when performing their official duties.  For example, the criminal 
conflict-of-interest statute, 18 U.S.C. § 208, prohibits employees from participating in official matters in 
which they and certain others (such as spouses) have a financial interest. 

Although the DAEO is responsible for administering the Department’s ethics program, OIG and DOJ are 
responsible for enforcement of the criminal ethics statutes.  Within OIG, the Special Investigations Branch 
provides a central point for the DAEO and DECs to refer potential criminal violations and to discuss 
matters to determine whether referral is appropriate.  Federal regulations and the Department’s “General 
Administration Manual” require HHS employees and supervisors to report nonfrivolous allegations of 
“criminal offenses” (including conflicts of interest) to OIG.  Allegations of improper conduct that do not 
implicate criminal laws may be handled by agency management through administrative remedies. 

Although OIG continues to focus on the HHS ethics program covering the employees of the Department, 
we also are broadening our work to include conflict-of-interest issues related to non-Federal entities and 
non-Federal participants that play a role in HHS programs.  As discussed below, we are looking at how 
NIH oversees financial conflicts of interest of grantees and how FDA oversees financial conflicts of interest 
of clinical investigators.  Additionally, new emphasis is being placed on the role of Government 
contractors.  A recent revision under the Federal Acquisition Regulation requires contractors to have a 

U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES | III-43 



FY 2008 AGENCY FINANCIAL REPORT 

written code of ethical conduct and to post information on how to report fraud.  In response, we created 
and posted on our Web site an OIG Hotline poster for use by HHS contractors.  And, as OGE released 
guidance on conflict-of-interest considerations of contractor employees in the workplace in 2007, OIG 
developed internal training on this topic for all OIG employees as part of their required annual ethics 
training (released on October 21, 2008).  In addition, training is in progress for OIG contractors to inform 
them of emerging issues.  

Oversight 

OIG’s prior work on ethics issues within HHS has focused on the oversight of employees’ potential 
conflicts of interest.  In a July 2005 report, OIG studied NIH’s outside activities processes.  OIG identified 
several vulnerabilities that inhibited NIH’s ability to effectively review outside activities, such as a lack of 
supervisory signatures confirming approval of the requests.  There were also several problems with the 
review process itself, such as approvals after the start dates, limited use of written recusals, and inadequate 
followup regarding ongoing outside activities.  To address these vulnerabilities, OIG recommended that 
NIH improve the quality and increase the extent of information it receives for outside activity requests and 
address inadequacies in the outside activity review process.  

In February 2006, OIG issued a report on conflicts of interest at FDA in which we identified a variety of 
vulnerabilities in the FDA process for review and approval of requests to engage in outside activities.  OIG 
found that FDA employees submitted limited information regarding outside activities and found several 
problems in the review process itself, such as approvals after the start date, multiple activities listed on a 
single activity request, and inadequate followup for ongoing outside activities.  To address these 
vulnerabilities, OIG recommended that FDA improve the quality and increase the extent of information it 
receives in outside activity requests and address inadequacies in the review process for outside activities.   

OIG work will continue to focus on the oversight of ethics issues involving departmental employees.  For 
example, in a review similar to the NIH and FDA outside activity reviews, OIG will assess whether CDC 
identifies and resolves conflicts of interests among Federal Advisory Committee Special Government 
Employees (SGEs) in a timely and complete manner.  Compliance with the ethics statutes and standards of 
ethical conduct is of particular importance for these CDC employees because their research results and 
regulatory decisions affect the Nation’s public health security.   

OIG has also reviewed specific allegations that NIH received about employee activities that might be 
criminal or improper.  The evaluation determined the number and nature of the allegations that NIH 
received and examined how NIH handled and resolved these allegations.  OIG found that the majority of 
the Institutes do not have Institute-specific policies or procedures for reviewing allegations, do not handle 
allegations uniformly, and do not uniformly confer with the appropriate outside parties when handling 
allegations.  To address these vulnerabilities, OIG recommended that NIH develop a formal, written policy 
outlining how allegations of conflicts of interest and ethics violations are to be handled among the 
Institutes’ ethics offices, the NIH Ethics Office, the OGC Ethics Division, and the Office of Management 
Assessment and to maintain documentation detailing how allegations are ultimately resolved.   

Although it is vital that intramural research undertaken within the Department be free from potential 
biases stemming from employee conflicts of interest, 80 percent of NIH’s research funding goes to 
extramural grantees, primarily to research universities that undertake work pursuant to contracts and 
grants.  As a result, OIG work has also focused on potential conflicts of interest relating to extramural 
grantees and researchers. 

In January 2008, OIG released a report on the conflict-of-interest reports external grantees submitted to 
NIH in FYs 2004 through 2006.  OIG found that NIH’s Institutes and the Office of Extramural Research 
(OER) were unable to provide all of the actual conflict-of-interest reports they received from grantee 
institutions and did not follow up with grantee institutions regarding reported conflicts of interest.  OIG 
recommended that NIH (1) increase oversight of grantee institutions to ensure their compliance with 
Federal financial conflict-of-interest regulations; (2) require grantee institutions to provide details 
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regarding the nature of financial conflicts of interest and how they are managed, reduced, or eliminated; 
and (3) require Institutes to forward to OER all financial conflict-of-interest reports that they receive from 
grantee institutions and ensure that OER’s conflict-of-interest database contains information on all conflict-
of-interest reports provided by grantee institutions.   

OIG is continuing its efforts in this area.  For example, OIG is conducting a study to determine the nature 
of financial conflicts of interest reported by grantee institutions to NIH.  More specifically, OIG will 
examine how grantee institutions managed, reduced, or eliminated these conflicts.  OIG will also review 
the conflict-of-interest policies established by these institutions. 

Similarly, OIG is conducting a study on FDA’s oversight of clinical investigators’ financial interests.  
Clinical investigators lead clinical trials, recruit subjects, supervise, analyze, and report clinical trial results.  
The study will describe the extent and nature of clinical investigators’ financial interest information 
submitted to FDA with all the marketing applications approved by FDA in 2007.  It will also assess FDA’s 
process for reviewing the information about clinical investigators’ financial interests submitted with the 
marketing applications. 

Enforcement 

In addition to performing systemic reviews identifying vulnerabilities in the administration of the 
Department’s ethics program, on the enforcement side, OIG has managed a significant caseload of conflict-
of-interest matters.  OIG has emphasized outreach within the Department, which has resulted in an 
increased number of conflict-of-interest referrals from across the various OPDIVs and STAFFDIVs.  
Additionally, OIG has partnered with Federal agencies outside HHS, such as the U.S. Securities and 
Exchange Commission, to investigate potential conflict-of-interest allegations. 

OIG continues to investigate complaints involving potential conflicts of interest.  For instance, an OIG 
investigation of a former FDA Commissioner’s false reporting that he had sold stock in companies 
regulated by FDA, when in fact he continued to hold shares in those firms, resulted in guilty pleas to two 
criminal charges for false writings and conflict of interest, a fine of approximately $90,000, 3 years of 
supervised probation, and 50 hours of community service.  In 2008, the former FDA Commissioner was 
debarred from being involved in contracting, subcontracting, or any covered transaction with any agency 
of the U.S. Government for 2 years.  In another example, OIG handled a case involving an NIH senior 
scientist.  The Chief of the Geriatric Psychiatry Branch at NIH pled guilty in December 2006 to conflict-of-
interest charges relating to his alleged acceptance of $285,000 in consulting fees and additional travel 
expenses from a drug company without the required approval of and disclosure to NIH officials.   

OIG’s overall approach to conflict-of-interest enforcement has also emphasized outreach as a tool for 
improving the referral of conflict-of-interest matters within the Department.  In 2006, in an effort to 
improve the efficiency of the referral process, OIG created a comprehensive form for the DAEO and DECs 
to use when referring conflict-of-interest cases to OIG.  At a quarterly DEC meeting in 2007, representatives 
from OIG and the OGC Ethics Division gave a joint presentation regarding OIG’s involvement with the 
enforcement of conflict of interest matters.  This presentation outlined the use of the OIG referral form and 
increased the OIG’s visibility with the DECs.  Additionally, OIG’s ongoing relationship with OGC, as well 
as regular OPDIV and STAFFDIV interaction by OIG staff, has yielded positive results with regard to 
conflict of interest matters.  Specifically, OIG has noted an increase in the quality of the referrals, an 
increase in the number of referrals from various departmental divisions, and an increase in departmental 
contacts seeking input and guidance on conflict of interest matters.  

 

ASSESSMENT OF PROGRESS IN ADDRESSING THE CHALLENGE: 

Actions have been taken to address ethics issues identified by OIG.  In response to recommendations in 
OIG studies of outside activities, both NIH and FDA have strengthened their process for reviewing outside 
activities by posting new guidance on the completion and evaluation of HHS form 520, “Request for 
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Approval of Outside Activity.”  In June 2008, NIH released new policy guidance on managing conflicts of 
interest and possible biases, including detailed procedures for ensuring that employees are appropriately 
recused from participating in official matters that might create an actual or apparent conflict of interest.  

In response to recommendations pertaining to the conflicts of interest in extramural research, NIH has 
developed a Web-based financial conflict-of-interest tracking and monitoring system for its internal use.  
This system enables grantee institutes’ grants management and program staff to enter their own records 
and view financial conflict-of-interest reports across NIH.  The database also reminds grants management 
personnel to send acknowledgments to institutions and to forward copies of conflict-of-interest reports to 
OER.  Moreover, NIH updated its OER Web site to better address grantee institutions’ frequently asked 
questions on financial conflict requirements, and also launched a pilot Federal FCOI compliance program.  
This pilot program, which began in February 2008, will assess institutional implementation of and 
compliance with the regulatory requirements of the FCOI in research pertaining to NIH grants and 
cooperative agreements.   

For its part, FDA is revising its conflict-of-interest procedures regarding advisory committee members to 
make the waiver of conflict-of-interest process more transparent and compliant with the Food and Drug 
Administration Amendments Act of 2007.  In 2007, FDA posted on its Web site draft guidance for the 
public on procedures for identifying conflicts of interest and eligibility for participation in FDA Advisory 
Committees and on public availability of advisory committee members’ financial interest information and 
waivers. 

The OGC Ethics Division, led by the DAEO, continues to expand its ethics program oversight, guidance, 
and training activities.  The ethics program of each OPDIV and STAFFDIV in HHS has been reviewed 
(except for FDA, which was scheduled for review in July 2008) and the review staff has begun the next 
phase by revisiting components with newly appointed ethics officials or where specific issues have 
surfaced.  The Ethics Division sponsors half-day quarterly meetings for DECs and an annual full-day DEC 
workshop and also issues a quarterly “Ethics Update” newsletter, which is distributed to all HHS ethics 
program officials and posted on the Division’s Intranet page.  

The DAEO is also taking steps to tighten up the waiver process, issuing guidance to all DECs reminding 
them of their responsibility to (1) send to the DAEO copies of all waivers granted to Department employees 
along with data regarding the number of waivers issued; (2) establish a reliable tracking system for 
waivers; and (3) consult with an Ethics Division attorney prior to granting any 18 U.S.C. § 208 (b)(1) waiver 
(certifying that the individual’s financial interest is not so substantial as to be deemed likely to affect the 
integrity of his or her services) and when granting 18 U.S.C. § 208 (b)(3) waivers (certifying that the need 
for an SGE’s services on a Federal advisory committee outweigh the potential conflict of interest from the 
individual’s financial interest) if there are unique fact patterns, special circumstances, or unusual 
situations.  The DAEO is planning to issue a package with waiver guidance and information regarding 
which Department officials have the delegated authority to issue waivers.  In addition, the DAEO’s office is 
reaching out on a monthly basis to ethics coordinators for each OPDIV and STAFFDIV to inquire about the 
operation of the divisions’ ethics programs, including the review of waivers. 
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DEPARTMENT’S RESPONSE TO THE OIG TOP MANAGEMENT 
AND PERFORMANCE CHALLENGES 
 
Date: November 17, 2008 
 
To: Daniel R. Levinson, Inspector General 
 
From: Charles E. Johnson, Chief Financial Officer 
 
Subject:  FY 2008 Top Management and Performance Challenges Identified by the Office of the Inspector 

General 
 
This memorandum is in response to OIG’s FY 2008 Top Management and Performance Challenges.  The OIG’s 
Top Management and Performance Challenges report summarized the top management and performance 
challenges that the Department has faced over recent years.  Additionally, OIG provided an assessment of 
our progress in addressing those challenges.  This assessment is primarily based on cost to taxpayer, 
visibility, management, and other pertinent factors.   

We concur with OIG’s findings concerning the HHS top management and performance challenges.  In 
response to OIG’s report, we are providing the attached table which includes a brief summary of the top 
management challenges, management’s response, and future plans to address these challenges during 
FY 2009.   

Our management is committed to working toward resolving these challenges, and looks forward to 
continued collaboration with OIG to improve the health and well-being of the American people through 
our efforts.
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FY 2008 TOP MANAGEMENT AND PERFORMANCE CHALLENGES 
SUMMARY 

Management Challenge 
Identified by the OIG 

OIG Progress 
Assessment  

Management Response Future Plans to Address 
the Challenge 

1. Oversight of Medicare 
Part D 

CMS has demonstrated 
progress in: 
payment accuracy and 
internal controls; 
program safeguards; 
beneficiary protections. 

CMS has made progress 
in its use of bid audits. 
MEDICs have not 
conducted data analysis 
to identify potential 
fraud. 
CMS has issued 9/18 
chapters of the 
Prescription Drug Benefit 
Manual.   

CMS will develop a 
centralized data 
repository to warehouse 
data on Medicare Parts A, 
B, D and Medicaid to 
provide a single source of 
information for CMS 
fraud, waste, and abuse 
activities. 

2. Integrity of Medicare 
Payments 

CMS has demonstrated 
vigilance in monitoring 
the gross paid claims 
error rate and is 
developing appropriate 
corrective action plans. 

The CMS FY 2007 gross 
paid claims error rate of 
3.9 percent is 6.2 percent 
lower than the FY 2004 
error rate. CMS has made 
progress in its general 
and applicable controls 
and has begun 
implementing the 
Healthcare Integrated 
General Ledger 
Accounting System.   

HHS will continue to 
address potential 
improper payment 
exposure for durable 
medical equipment under 
a 2-year effort aimed at 
stopping fraudulent 
billing to protect 
beneficiaries and 
taxpayers. 

3. Appropriateness of 
Medicaid and SCHIP 
Payments 

CMS has annually 
updated its 5-year 
Comprehensive Medicaid 
Integrity Plan to promote 
the proper expenditure of 
Medicaid fund, improve 
integrity performance, 
and foster collaboration 
with internal and external 
stakeholders. 

The final Medicaid 
payment error rate is 
reported in the IPIA 
Report, included in the 
FY 2008 Agency Financial 
Report, Section III. 

CMS plans to start 
educating providers on 
payment and billing 
integrity as well as 
quality-of-care issues 
related to personal care 
services beginning in 
FY 2009. 
CMS is working to 
address data limitations 
by creating a new 
database to store 
Medicaid data from all 
States. 
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Management Challenge 
Identified by the OIG 

OIG Progress 
Assessment  

Management Response Future Plans to Address 
the Challenge 

4. Quality of Care Progress continues to 
strengthen oversight of 
the quality of care paid 
for by the Medicare and 
Medicaid programs. CMS 
has promoted quality by 
collecting and publishing 
quality-related data on 
nursing homes and 
hospitals. 

Progress continues to 
strengthen oversight of 
the quality of care paid 
for by the Medicare and 
Medicaid programs. 

CMS plans to improve 
hospice oversight by 
improving the survey 
process and proposes to 
amend the hospice section 
of the State Operations 
Manual to enable State 
surveyors to make more 
consistent decisions 
regarding compliance 
with Medicare 
regulations. 

5. Public Health and 
Medical Emergency 
Preparedness 

States and localities are 
making progress in 
strengthening their 
bioterrorism 
preparedness programs. 
Federal, State and local 
health departments are 
striving to work 
cooperatively to ensure 
that potential bioterrorist 
attacks are detected early 
and responded to 
appropriately.  The 
Commissioned Corps are 
equipping designated 
response teams. 

HHS issued an updated 
Purchase Card Guide and 
a 2-page Quick Reference 
Guide that highlights key 
information about 
emergency situations 
related to HHS purchase 
card policies and 
procedures. 

CDC implemented 
stronger performance 
measures, which will 
continue to expand in 
future years, for the 
Public Health Emergency 
Preparedness cooperative 
agreement.  Additionally, 
clearer guidance was 
developed for grantees to 
report on these measures. 

6. Oversight of Food, 
Drug, and Medical Device 
Safety 

HHS has implemented 
many changes to protect 
human research subjects 
and to strengthen FDA 
and NIH oversight of 
scientific research. During 
FY 2008, FDA established 
offices in China to 
facilitate inspections of 
Chinese food and drugs 
before they are imported 
to the United States. 

As a major milestone in 
the globalization of efforts 
to enhance the safety of 
imported food and 
medical products, FDA 
announced plans to 
establish overseas offices 
in China, India, Europe 
and Latin American 
before the end of 2008, 
with a fifth office in the 
Middle East to follow in 
2009. 

FDA is developing an 
internal listing of all 
ongoing clinical trials as 
part of a broader effort to 
manage FDA’s regulated 
product information 
electronically.  FDA is 
also developing 
recommendations for 
improving the quality of 
its post-marketing study 
commitment processes for 
human drugs and 
biologics. 



FY 2008 AGENCY FINANCIAL REPORT 

III-50 | U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES  

Management Challenge 
Identified by the OIG 

OIG Progress 
Assessment  

Management Response Future Plans to Address 
the Challenge 

7. Grants Management HHS has worked to 
develop more consistent 
policies and practices, 
and has undertaken a 
leadership role in 
implementation of key 
legislation, along with the 
availability of grants 
funding opportunities via 
grants.gov.   

AHRQ has established 
practices to ensure the 
integrity of grant data, 
timeliness of grantee 
reporting, and closeout 
procedures. 

Emphasis is being placed 
on timely financial 
closeout of ended 
projects. 

8. Integrity of Information 
Technology Systems and 
the Implementation of 
Health Information 
Technology 

HHS has made progress 
in the security of its most 
critical and essential 
assets, such as 
laboratories, computer 
systems, and data 
communication networks. 
CMS has made progress 
in oversight of the HIPAA 
Security rules.   ONC 
issued the ONC-
coordinated Federal 
Health IT Strategic Plan, 
outlining two goals 
covering patient-focused 
health care and 
population health. 

ONC is actively involved 
in several activities 
including the drafting of a 
privacy and security 
framework for electronic 
health information 
exchange and other 
supplemental materials. 
Significant progress also 
continues with 
collaborative initiatives 
involving state leadership 
and other stakeholders to 
address issues that have 
direct benefit to U.S. 
citizens, and cannot be 
resolved at the Federal 
level alone.   
ONC awarded a contract 
in May 2008, to engage 
experts and the public to 
develop a knowledgebase 
and a roadmap for health 
IT and health information 
exchange actions to help 
prevent, detect, and 
remedy medical identity 
theft in the U.S.  
 

HHS plans to release by 
the end of 2008, a privacy 
and security framework 
to increase trust among 
consumers and users of 
electronic individual 
health information and to 
govern all privacy and 
security efforts related to 
electronic health 
information exchange.   
In FY 2009, plans are to 
build on the momentum 
achieved in FY 2008, and 
continue to develop more 
detailed best practices, 
tools, training and 
outreach mechanisms that 
could be built into 
existing health 
information technology 
initiatives. 
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Management Challenge 
Identified by the OIG 

OIG Progress 
Assessment  

Management Response Future Plans to Address 
the Challenge 

9. Ethics Program 
Oversight and 
Enforcement 

Both NIH and FDA have 
strengthened processes 
for reviewing outside 
activities.  Additionally, 
the OGC Ethics Division 
continues to expand its 
ethics program oversight, 
guidance and training 
activities. 

HHS continued program 
reviews at NIH and other 
components.  
The Program Review 
Section, uncovered 
significant vulnerabilities 
in a number of 
component ethics 
programs and has issued 
formal reports this year 
containing 
recommendations for 
improvement, including 
monitoring by OPDIVs 
and STAFFDIVs to 
achieve full compliance 
with applicable laws and 
regulations.  
The Program Review 
Section also devoted 
significant efforts in 
monitoring certification. 
The Ethics Division 
provided many ethics 
presentations for a variety 
of HHS personnel. 

The OGC Ethics Division 
is planning to issue a 
package with waiver 
guidance and information 
regarding delegation of 
authority to issue 
waivers.  In addition, the 
Ethics Division oversees  
component ethics 
program operations, 
including the review of 
waivers. 
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SUMMARY OF FINANCIAL STATEMENT AUDIT AND MANAGEMENT 
ASSURANCES 
Table 1. 

Summary of Financial Statement Audit 

Audit Opinion Unqualified 

Restatement No 

  

Material 
Weaknesses 

Beginning 
Balance 

New Resolved Consolidated Ending 
Balance 

Financial Reporting, 
Systems, Analyses 
& Oversight 

 
  

  

Budgetary 
Accounting 

 
  

 
 

Financial 
Management 
Information 
Systems 

 

  

  

Medicare Claims 
Processing 

 
  

 
 

Total Material 
Weaknesses 

4 0 0 4 2 

 

 

Definition of Terms – Tables 1 and 2 

Beginning Balance:  The beginning balance shall agree with the ending balance of material weaknesses from the 
prior year. 

Resolved:  The total number of material weaknesses that have dropped below the level of materiality in the current 
year. 

Consolidated:  The combining of two or more findings. 

Reassessed:  The removal of any finding not attributable to corrective actions (e.g., management has re-evaluated 
and determined a material weakness does not meet the criteria for materiality or is redefined as more correctly 
classified under another heading (e.g., Section 2 to a Section 4 and vice versa).   

Ending:  The agency’s year-end balance. 
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Table 2.       
Summary of Management Assurances      
       

Effectiveness of Internal Control over Financial Reporting (FMFIA #2) 

Statement of Assurance Qualified 

  

Material Weaknesses 
Beginning 

Balance New Resolved Consolidated Reassessed 
Ending 
Balance 

Financial Reporting Systems & Processes 
 

        
 

Total Material Weaknesses 1 0 0 0 0 1 
  

Effectiveness of Internal Control over Operations (FMFIA #2) 

Statement of Assurance Qualified 

  

Material Weaknesses 
Beginning 

Balance New Resolved Consolidated Reassessed 
Ending 
Balance 

Information System Controls and Security 

 

       

 

Total Material Weaknesses 1 0 0 0 0 1 
  

Conformance with financial management system requirements (FMFIA #4) 

Statement of Assurance Nonconformance 

  

Non-Conformances 
Beginning 

Balance New Resolved Consolidated Reassessed 
Ending 
Balance 

Financial Reporting Systems & Processes 
 

        
 

Information System Controls and Security 
 

       
 

Total Non-Conformances 2 0 0 0 0 2 
  

Compliance with Federal Financial Management Improvement Act (FFMIA) 

  Agency Auditor 

Overall Substantial Compliance No No 

1. System Requirements No 

2. Accounting Standards Yes 

2. USSGL at Transaction Level No 
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IMPROPER PAYMENTS INFORMATION ACT REPORT 

1.0 Overview 
Our FY 2008 Improper Payments Information Act (IPIA) Report includes a discussion of the following 
information, as required by the Improper Payments Information Act of 2002, OMB Circular A-136 and 
OMB Circular A-123, Appendix C. 

 Program Descriptions (Section 1.10) 
 Risk Assessments (Section 2.0) 
 Statistical Sampling Process (Section 3.0) 
 Corrective Action Plans (Section 4.0) 
 Recovery Auditing Reporting (Section 5.0) 
 Accountability in Reducing and Recovering Improper Payments (Section 6.0) 
 Information Systems and Other Infrastructure (Section 7.0) 
 Mitigation Efforts Related to Statutory or Regulatory Barriers (Section 8.0) 
 Progress and Achievements (Section 9.0) 
 Improper Payment Reduction Outlook (Section 10.0) 
 Program Specific Reporting Information (Section 11.0) 

o Medicare Fee-for-Service Program (Section 11.10) 
o Medicare Advantage (Section 11.20) 
o Medicare Prescription Drug Benefit (Section 11.30) 
o Medicaid (Section 11.40) 
o State Children’s Health Insurance Program (Section 11.50) 
o Temporary Assistance for Needy Families (Section 11.60) 
o Foster Care (Section 11.70) 
o Head Start (Section 11.80) 
o Child Care (Section 11.90) 

 

1.10 Program Descriptions 

The following is a brief description of the nine programs that will be discussed in this report.   

1) Medicare Fee-for-Service- A Federal health insurance program for: people age 65 or older, people 
under age 65 with certain disabilities, and people of all ages with End-Stage Renal Disease. 

2) Medicare Advantage (Medicare Part C)- A Medicare health insurance program that allows 
beneficiaries to receive their Medicare benefits through a private heath plan.   

3) Medicare Prescription Drug Benefit (Medicare Part D)- A Federal prescription drug benefit program 
for Medicare beneficiaries.   

4) Medicaid- A joint Federal/State program, administered by the States that provides health insurance 
to certain low income individuals.   

5) State Children’s Health Insurance Program (SCHIP)- A joint Federal/State program, administered 
by the States that provides health insurance for qualifying children. 

6) Temporary Assistance for Needy Families (TANF)- A joint Federal/State program, administered by 
the States that provides time-limited assistance to needy families with children to promote work, 
responsibility and self-sufficiency.   
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7) Foster Care- A joint Federal/State program, administered by the States for children who need 
placement outside their homes in a foster family home or a child care facility. 

8) Head Start- A Federal program that provides comprehensive developmental services for America’s 
low-income, preschool children ages three to five and their families. Head Start provides diverse 
services consistent with its goals for success in education, health, parent involvement and social 
services.   

9) The Child Care Development Fund (CCDF)-  A Joint Federal/State program, administered by the 
States that provides child care financial assistance to low-income working families. 

2.0 Risk Assessments 
In addition to the nine programs that HHS measures, we conduct risk assessments on 23 additional high 
dollar programs.  OMB Circular A-123, Appendix C requires HHS to perform risk assessments once every 
three years on these programs.  HHS did not perform any risk assessments in FY 2007, performed 14 risk 
assessments in FY 2008, and will perform the remaining 9 risk assessments in FY 2009.  Of the 14 programs 
assessed in FY 2008, 13 were deemed low-risk and one was deemed medium-risk.   

3.0 Statistical Sampling Process 

The statistical sampling process conducted to estimate the improper payment rate for each program 
identified in our program description section is discussed in the Program Specific Reporting section.  Eight 
of our programs that report error rates use a statistical contractor and one uses the HHS Office of Inspector 
General to ensure that all statistical methodologies, sampling, calculations, and validation are performed 
according to accepted statistical practices.  Unless otherwise stated in the Program Specific Reporting 
section, all programs also comply with IPIA guidance that requires that all estimates shall be based on the 
equivalent of a statistically valid random sample of sufficient size to yield an estimate with a 90 percent 
confidence interval of plus or minus 2.5 percentage points around the estimate of the percentage of 
erroneous payments.   

4.0 Corrective Action Plans 
Corrective Action Plans for reducing the estimated rate of improper payments for each program are 
included in the respective Program Specific Reporting section.  There are two important aspects to the 
corrective action plans: (1) setting aggressive, but realistic, goals and targets and (2) achieving the targets 
according to the timetable in the plan. Corrective action plans are reviewed each year to ensure that they 
are focused on the root causes of the errors and that the targets are being met.  If targets are not being met, 
remediation will take place which can include employing new strategies, adjusting staffing and other 
resources, and possibility revising targets.    

5.0 Recovery Auditing Reporting 

In July 2004, HHS awarded a contingency fee contract to a recovery auditing firm to review FY 2002 and FY 
2003 contract payments. During FY 2006, HHS exercised an option under the contract for review of 
FY 2004 and FY 2005 contract payments. As reported in the FY 2007 Agency Financial Report (AFR), our 
recovery auditors have found the HHS payment systems to be without major program integrity issues. 
HHS has recovered $74,401 out of more than $24 billion of contracts reviewed. We have not sought a 
contractor to attempt to recover funds beyond FY 2005 since our efforts to date have produced such small 
recoveries.  HHS is currently assessing whether the costs in HHS resources to assist our contractor 
outweighs the small amount of recoveries that have been achieved over the past four years. 
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Full results for FY 2002-FY 2005 are displayed in the table below. 
 

AGENCY COMPONENT HHS 

Amount Subject to Review for CY + PY Reporting  $24.2 billion 

Actual Amount Reviewed and Reported CY + PY  $24.2 billion 

Amounts Identified for Recovery CY 0 

Amounts Recovered CY 0 

Amounts Identified for Recovery PYs $1,586,643 

Amounts Recovered PYs $74,401 

Cumulative Amounts Identified for Recovery (CY + PYs) $1,586,643 

Cumulative Amounts Recovered (CY + PYs) $74,401 

NOTE:  PY= Prior Year, CY= Current Year 

 

6.0 Accountability in Reducing and Recovering Improper Payments 

HHS has initiated a number of measures to ensure that agency managers and appropriate officers are held 
accountable for reducing and recovering improper payments. HHS’ commitment to this initiative is 
illustrated through HHS’ Strategic Plan. One of our stated objectives is “Responsible Stewardship and 
Effective Management,” which includes the improper payment initiative.  

HHS has shown tremendous leadership in this area, as we have been publishing an error rate for Medicare 
fee-for-service since FY 1996 and have successfully reduced that error rate over time.  HHS has also been 
reporting Foster Care and Head Start error rates since FY 2004.  All of our other programs will be reporting 
at least a componentrate in FY 2008.  We will be working with those programs to reduce their error rates in 
the future.   
 
The improper payment initiative is tracked quarterly by OMB at the Department level using the President’s 
Management Agenda scorecard. The Department’s score reflects HHS’ progress in achieving its improper 
payment goals.  HHS has maintained a “Yellow” status and “Green” progress score throughout FY 2008. 
 
In addition, HHS issues interim scorecard ratings to each of its operating divisions each quarter. These 
interim ratings help facilitate HHS leadership discussion and accountability as well as to help ensure that 
HHS will meet its quarterly goals.  Affected HHS operating divisions have all maintained a “Green” 
progress score throughout FY 2008. 
 
Further, HHS management performance plan objectives hold agency managers, beginning at the top of the 
leadership and cascading down through HHS Senior Executives (including component heads) and below, 
accountable for achieving progress in this initiative. As part of the semi-annual and annual performance 
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evaluation, HHS Senior Executives are evaluated on the progress the agency achieves toward its stated 
goals. 

7.0 Information Systems and Other Infrastructure 

Reporting requirements related to information systems and other infrastructure is discussed by program 
within the Program Specific Reporting section. 

8.0 Mitigation Efforts Related to Statutory or Regulatory Barriers 

Reporting requirements related to whether there are any statutory or regulatory barriers to reducing 
improper payments are discussed by program within the Program Specific Reporting section. 

9.0 Progress and Achievement 

9.10 FY 2008 Progress 

HHS currently has nine programs that have been deemed risk susceptible: Medicare Fee-for Service, 
Medicare Advantage, Medicare Prescription Drug Benefit, Medicaid, State Children’s Health Insurance 
Program (SCHIP), Temporary Assistance for Needy Families (TANF), Head Start, Child Care, and Foster 
Care.  For the first time, in FY 2008, we are reporting at least one component of an error rate for each of 
these programs.   

HHS has maintained a “Yellow” status and “Green” progress rating for the Eliminating Improper 
Payments initiative under the President’s Management Agenda (PMA) throughout FY 2008.  This is a result 
of having an OMB-approved measurement plan in place for all risk susceptible programs and a corrective 
action plan in place with OMB-approved targets for all programs that have been measured.  

Once baselines have been established for all programs, reduction targets and corrective action plans can be 
developed for those programs that do not currently have them.  Meeting and maintaining the reduction 
targets is the next milestone towards achieving a “Green” status rating under the PMA. 

9.20 Achievements 

9.21 Improving Program Integrity in Medicare 

Beginning in 2005, HHS engaged in a three year Demonstration Project for Improving Program Integrity in 
Medicare.  Under section 306 of the Medicare Prescription Drug Improvement Modernization Act of 2003 
(MMA), HHS was given the authority to conduct a demonstration project to demonstrate the use of 
recovery audit contractors (RACs) in identifying and correcting improper payments under the Medicare 
Fee-for-Service program.   

This demonstration project was so successful that under Section 302 of the Tax Relief and Health Care Act of 
2006, Congress made the RAC Program permanent.  Under this Act, HHS is required to implement the 
program in all 50 states no later than January 1, 2010. This fall HHS awarded four recovery auditing 
contracts through full and open competition.  Each of the four RACs will be responsible for identifying and 
correcting improper payments in approximately one-quarter of the country.  Nationwide implementation 
of these contractors will be gradual.  HHS and the RACs will provide extensive outreach to the provider 
community during implementation. 
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9.22 Contracting Actions 

HHS for the first time included a “pilot” Comprehensive Error Rate Testing Program award fee metric into 
the award fee plan for the Jurisdiction 3 (J3) Medicare Administrative Contractor.  The purpose of this pilot 
is to utilize contract actions, specifically award fee plans, to create incentives for Medicare Administrative 
Contractors to further reduce improper payments.  Under this award fee “pilot,” the J3 contractor can earn 
some, all or none of the award fee pool for the Comprehensive Error Rate Testing program metric based on 
its FY 2008 error rate.  HHS will be evaluating this metric for the first time after the November 2008 
Medicare Fee-For-Service Improper Payments Report is published. 

9.23 Head Start Signed Statement Template Form 

HHS has developed a standard signed statement template form for Head Start, which will be available to 
all grantees in FY 2009.  Grantees will be encouraged to use the template until OMB clearance for the form 
can be obtained, at which point the use of the form will be mandatory.  The standard signed statement 
form will help educate grantees on the type of information they need to collect from prospective families 
during the enrollment process and provide them with a structure for recording this information.   

9.24 Public Assistance Reporting Information System  

The Public Assistance Reporting Information System (PARIS) is a voluntary Federal-State partnership 
which provides the forty-five participating State Public-Assistance Agencies detailed information and data 
to assist them in maintaining program integrity and detecting/deterring improper payments.  On 
October 10, 2008, the QI Program Supplemental Funding Act of 2008 was signed by the President.  The Act 
stated that in order to receive Medicaid federal matching funds for reimbursement of state costs for 
automated data systems used for the administration of the Medicaid state plan, the provision would 
require states to have in operation a Medicaid eligibility determination system which provides for data 
matching through the Public Assistance Reporting Information System (PARIS) (or any successor system), 
including matching with medical assistance programs operated by other States.  As a result of passage of 
this Act, HHS will have to commence rulemaking to incorporate this revision into regulation. 

In FY 2008, HHS allowed PARIS Member States to explore the two newest programmatic matches, Child 
Care and Workers’ Compensation.  These new matches are in addition to the Federal, State, and Veteran 
program matches already available to States.  Numerous jurisdictions are testing these new matches to 
determine the viability of utilizing them.  The August 2008 data match was the largest to date, both in 
terms of number of Agencies (40) participating and number of Social Security Numbers submitted. In 
August of 2008, California became the 43rd State to join PARIS, which brings the total number of States 
involved to 43, or 45 total jurisdictions including the District of Columbia and Puerto Rico.   

10.0 Improper Payment Reduction Outlook FY 2007 – 2011 

The chart on the next page shows our IPIA results for the current year (CY) 2008, the prior year (PY) 2007, 
along with targets for the years 2009-2011.  For each year we show, for each program, outlays for that fiscal 
year, an error rate or target (IP%),  and the dollars paid improperly (IP $).   
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IMPROPER PAYMENT REDUCTION OUTLOOK FY 2007 – FY 2011  

Program PY 
Outlays 

PY % PY$ CY  
Outlays 

CY 
IP% 

CY IP$ 
CY+1 

Est 
Outlays 

CY+1 
IP% 

CY+1 
IP$ 

CY+2 
Est 

Outlays 

CY+2 
IP% 

CY+2 
IP$ 

CY+3 
Est 

Outlays 

CY+3 
IP% 

CY+3 
IP$ 

Medicare 
FFS 

$276,200 
Note (a) 3.9 

$10,800 
($9.8B 
over, 
$1.0B 

under) 

$288,200 
Note (b) 

3.6 
Note (1) 

$10,400 
($9.5B 
over, 
$0.9B 

under) 

$321,127 
Note (c) 

3.5 $11,239 $335,185 3.4 $11,396 $349,613 3.3 $11,537 

Medicare 
MC 

77,096 
Note (d) N/A N/A 64,600 

Note (e) 

10.6 
Notes 
(2,3) 

6,848 111,323 
N/A 
Note 

(4) 
N/A 122,293 N/A N/A 144,438 N/A N/A 

Medicare 
Drug 

49,103 
Note (f) N/A N/A 46,127 N/A 

Note(5) N/A 56,239 N/A N/A 62,156 N/A N/A 72,898 N/A N/A 

Medicaid 139,896 
Note (g) 

4.7 
Note (6) 6,575 177,547 

Note (h) 
10.5 

Note (7) 18,642 216,477 
Note (i) 

N/A 
Note (8) N/A 231,497 N/A N/A 249,336 N/A N/A 

SCHIP 5,999 
Note (j) N/A N/A 5,676 

Note (k) 
14.7 

Note (9) 834.4 5,868 
N/A 
Note 
(10) 

N/A 5,701 N/A N/A 5,596 N/A N/A 

TANF 16,988 N/A N/A 17,880 
9.3 

Note 
(11) 

1,663 17,446 
N/A 
Note 
(12) 

N/A 17,386 N/A N/A 17,382 N/A N/A 

Head Start 6,889 1.3 89.5 6,878 3.0 206.3 7,027 2.0 140.5 7,027 
Note (l) 1.9 133.5 7,027 1.8 126.5 

FosterCare 1,593 
Note (m) 3.30 52.6 1,551 

6.42 
Note 
(13) 

99.6 1,523 6.0 91.4 1,512 5.5 83.2 1,487 5.0 74.3 

Child 
Care 

5,129 N/A N/A 4,983 
11.5 
Note 
(14) 

573 5,028 11.0 553.1 4,985 10.5 523.4 4,979 10.0 497.9 
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(a) PY Outlays for Medicare FFS are from the November 2007 Improper Medicare FFS Payments 

Report (based on CY 2006 claims). 

(b) CY Outlays for Medicare FFS are from the November 2008 Improper Medicare FFS Payments 
Report (based on CY 2007 claims). 

(c) Medicare FFS CY+1, CY+2, CY+3 - CY outlay numbers based on FY 2009 Mid-session Review 
(Medicare Outlays current law (CL)). 

(d) Medicare Advantage PY, CY+1, CY+2, CY+3 outlay numbers based on FY 2009 Mid-session 
Review (Medicare Outlays (CL)). 

(e) Medicare Advantage CY Outlays are from the Medicare Part C Payment Error Final Report 2008 
(based on CY 2006 data). 

(f) Medicare Prescription Drug Benefit PY, CY, CY+1, CY+2, CY+3 outlay numbers based on FY 2009 
Mid-session Review (Medicare Outlays (CL)). 

(g) PY Outlays for Medicaid FFS are from the 2007 Medicaid FFS Component Final Annual Error Rate 
Report (based on FY 2006 claims).  

(h) CY Outlays for Medicaid are from the 2008 Medicaid Annual Error Rate Report (based on FY 2007 
data). 

(i) Medicaid CY+1, CY+2, CY+3 outlay numbers based on FY 2009 Mid-session Review (Medicaid Net 
Outlays (CL), excluding CDC Program Vaccine for Children obligations). 

(j) SCHIP PY, CY+1, CY+2, CY+3 outlay numbers based on FY 2009 Mid-session Review (SCHIP Total 
Outlays (CL)). 

(k) SCHIP CY outlays are from the 2008 SCHIP Annual Error Rate Report (based on FY 2007 data). 

(l) For IPIA reporting purposes Head Start, a discretionary program, is assumed to be flat funded in 
the out years. 

(m) PY Outlays revised to reflect final FY 2007 outlays. 

 

 Improper Payment Reduction Outlook Notes: 

1) To strengthen our confidence in review findings and assure the accuracy of reported error rates, HHS 
began an effort to independently perform blind, random reviews of its CERT review contractor’s payment 
determinations starting with the FY 2008 measurement.  At the time of this report publication, the results of 
those reviews were incomplete. 

2) For FY 2008 IPIA reporting for Medicare Advantage, HHS calculated a composite error rate, based on 
(1) the Medicare Advantage and Prescription Drug System (MARx) Payment Error (MPE) for CY 2006; and 
(2) the CY 2006 Risk Adjustment Error (RAE), as described in section 11.21.  

3)  HHS has taken initial steps and continues to evaluate the benefits of including a dual eligible (a term 
used to describe beneficiaries eligible for benefits under both Medicare and Medicaid) component in future 
Medicare Part C error measurements. Of the total Medicare Part C payment of $64.6 billion for Calendar 
Year 2006, approximately 3 percent of payments are attributable to dual eligible beneficiaries. While the 
actual error rate for dual eligibles has not been determined, the impact of dual eligibles on the overall 
Medicare Part C error rate would range from as little as approximately $25 million (based on the eligibility 
errors in five states) up to approximately $50 million (assuming that dual eligibles have the same level of 
Medicaid eligibility error as the entire Medicaid population). 
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4) The baseline measurement for Medicare Part C will be established in the FY 2009 Agency Financial 
Report and outyear targets will be set at that time.  HHS considers the FY 2008 measurement year (based 
on CY 2006 payments) to be a pilot year because a statutorily-mandated change in the payment 
methodology for the health plans occurred in CY 2007 (the data year for next year’s measurement). Per 
Section 1853(a)(3)(C)(ii) of the Social Security Act, risk adjustment of Part C payments was phased-in from 
2000 through 2007, replacing an earlier methodology where Medicare payments to private health plans 
were adjusted only with demographic factors (such as age, sex, and Medicaid status). Therefore, as 
required by the statute for CY 2006, 75 percent of the Medicare Part C monthly prospective payment for 
each beneficiary enrolled in a private health plan was calculated under the risk adjustment methodology, 
and the remaining 25 percent was calculated under the demographic-only methodology.  Beginning in 
CY 2007 100 percent of the Medicare Part C monthly prospective payments for each beneficiary enrolled in 
a private health plan was risk adjusted.  As a result, any targets being set based on our CY 2006 results 
would not be comparable to next year’s rate. 

5) For FY 2008 IPIA reporting for the Medicare Prescription Drug Benefit, HHS calculated two components 
of payment error , based on (1) the Medicare Advantage and Prescription Drug System (MARx) Payment 
Error for CY 2007 (MPE); and (2) a Low Income Subsidy (LIS) payment error estimate for CY 2007, as 
described in section 11.31.  HHS calculated a Part D MPE rate of .59 percent for prospective payments 
made from January 1, 2007 through December 31, 2007, and estimated a gross amount of payment error 
totaling $ 250,093,758.   Estimated Part D MPE underpayments were $ 233,038,295, and estimated 
overpayments were $ 17,055,463.  HHS calculated a Part D LIS error rate for prospective payments made 
from January 1, 2007 through December 31, 2007 of 0.25 percent, and estimated a gross amount of payment 
error totaling $ 106,535,176 (all errors are underpayments).  The Part D LIS error rate is the sum of error 
rates for Low Income Cost Sharing Subsidy, Low Income Premium Subsidy, and the Direct Subsidy error 
estimates. 

6) In the FY 2007 Agency Financial Report, HHS reported a preliminary Medicaid fee-for-service component 
error rate of 18.45 percent based on a review of 17 States for quarters 1 and 2 of FY 2006.  In FY 2008, HHS 
completed the FY 2006 Medicaid fee-for-service component measurement and is reporting the annual 
FY 2006 Medicaid fee-for-service component error rate of 4.7 percent.  

7) The Medicaid error rate is composed of three components: fee-for-service, managed care, and eligibility.  
The component error rates are 8.9 percent, 3.1 percent, and 2.9 percent, respectively. The States were asked 
to report the eligibility data in three categories: eligible, ineligible and undetermined.  The eligibility 
component noted above counts the ineligibles and the undetermined cases as errors.  The undetermined 
portion of the eligibility component error rate was .5 percent.  When the undetermined cases are not 
included, the eligibility component error was 2.4 percent.  HHS also calculated a national case error rate.  
The active case error rate for Medicaid is 3.2 percent and the negative case error rate is 6.2 percent.  In 
FY 2007, 94.7 percent of sampled active cases were determined eligible; 2.5 percent of sampled active cases 
were determined ineligible; and 2.8 percent of sampled active cases could not be determined.  For sampled 
negative cases, 96.7 percent of cases were correctly denied or terminated and 3.3 percent were improperly 
denied or terminated.  The FY 2007 breakout of specific eligibility findings are based on actual findings 
from States’ samples, and unlike the case error rates, are not national projections. 

8) The baseline measurement for Medicaid, based on the measurement of 50 States and the District of 
Columbia over a three year period (FY 2007 – FY 2009) will be published in the FY 2010 Agency Financial 
Report.  Therefore, setting targets is not applicable at this time.  

9) The SCHIP error rate is composed of three components fee-for-service, managed care, and eligibility.  
The component error rates are 11.0 percent, 0.1 percent, and 11.0 percent, respectively. The States were 
asked to report the eligibility data in three categories: eligible, ineligible and undetermined.  The eligibility 
component noted above counts the ineligibles and the undetermined cases as errors.  The undetermined 
portion of the eligibility component error rate was 8.3 percent. When the undetermined cases are not 
included, the eligibility component error was 2.7 percent.  HHS also calculated a national case error rate.  
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The active case error rate for SCHIP is 11.5 percent and the negative case error rate is 1.6 percent.  In 
FY 2007 91.1 percent of sampled active cases were determined eligible; 5.7 percent of sampled active cases 
were determined ineligible; and, 3.2 percent of sampled active cases could not be determined.  For the 
sampled negative cases, 97.9 percent of cases were correctly denied or terminated and 2.1 percent were 
improperly denied or terminated.  The FY 2007 breakout of specific eligibility findings are based on actual 
findings from States’ samples, and unlike the case error rates, are not national projections. 

10)  The baseline measurement for SCHIP, based on the measurement of 50 states and the District of 
Columbia over a three-year period (FY2007 – FY 2009) will be published in the FY 2010 Agency Financial 
Report.  Therefore, setting targets is not applicable at that time. 

11)  The FY 2008 TANF error rate reported above is a national estimate based on seven States reviewed in 
FY 2008, using data from April 1, 2006 through March 31, 2007 and based on one State reviewed in FY 2007, 
using a timeframe of July 1, 2005 through December 31, 2005.  The review of the eighth State will take place 
in FY 2009, and will be added to the previous FY 2008 State data to produce the statistically valid national 
FY 2008 error rate.  This statistically valid FY 2008 error rate will be reported in the FY 2009 Agency 
Financial Report. 

12) The statistically valid baseline measurement for TANF will be published in the FY 2009 Agency Financial 
Report.  Therefore, setting targets is not applicable at this time. 

13) The FY 2008 (current year) error rate is not comparable to the FY 2007 (previous year) error rate due to 
a methodological change in the error rate calculation.  The change allows for the calculation to be more 
precise.  Had HHS continued to calculate the error rate using the FY 2007 methodology, the error rate 
would have been 4.62 percent. 

14) Eighteen Child Care States were randomly selected to report in Cycle Year One. For FY 2008 reporting, 
one State in Cycle Year One failed to comply with the methodology for implementing the CCDF Error Rate 
Reporting at Subpart K – 45 CFR Part 98 of CCDF regulations and thus is omitted from the national 
baseline payment authorization error rate. States that fail to substantially comply with the methodology are 
subject to corrective action by HHS.  Another State, which was included in the calculation of the national 
payment authorization error rate, used an incorrect sampling method when selecting the sample for the 
case record review.  However, the sample used did not differ systematically from the universe of child care 
cases served in the States, nor did it result in a bias selection of cases to be included in the case record 
review. 

11.0 Program-Specific Reporting Information 

Within this section we discuss each program’s methodology for complying with IPIA, the results and 
future plans.  For each program we discuss: 

 

 How they performed their sampling, including sample sizes and methodology; 
 Plans for corrective action, including a breakdown of most common error types; 
 Actions taken as a result of potential overpayments; and 
 Whether there are statutory, regulatory, or information systems barriers that limit potential 

corrective actions.  
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11.10 Medicare Fee-For-Service Program- A Federal health insurance program for: people age 65 or 
older, people under age 65 with certain disabilities, and people of all ages with End-Stage Renal 
Disease.   

11.11 Medicare Fee-For-Service Statistical Sampling Process.   

The Medicare fee-for-service (FFS) improper payment estimate is derived from two programs: the 
Comprehensive Error Rate Testing (CERT) Program and the Hospital Payment Monitoring Program 
(HPMP). The CERT program reviews claims that account for approximately 60 percent of the total 
Medicare FFS payments. HPMP reviews claims that comprise the remaining 40 percent. The CERT 
Program calculates the error rate for Medicare Administrative Contractors (MAC), Carriers, and non-
Prospective Payment System inpatient Hospital claims submitted to Fiscal Intermediaries (FIs). The HPMP 
calculates the error rate for Prospective Payment System (PPS) inpatient hospital claims submitted to the 
FIs and MACs. For FY 2008, the fee-for-service error rate in Medicare was 3.6 percent.  To strengthen our 
confidence in the CERT review findings and assure the accuracy of the reported error rate, HHS began an 
effort to independently perform blind, random reviews of its CERT review contractors’ payment 
determinations starting with the FY 2008 measurement.  At the time of this report publication, the results of 
those reviews were incomplete. 

The Medicare FFS improper payment methodology begins with a random sample of approximately 170,000 
claims.  For each sampled claim, HHS obtains medical records from providers and additional claim detail 
from its shared systems. This information is reviewed for compliance with Medicare coverage, coding and 
billing rules. When a provider does not provide the requested medical record documentation or the 
information submitted does not meet the Medicare requirements, the claim is counted as an error. 

11.12 Corrective Action Plans.   

The primary causes of improper payments, as identified in the FY 2008 Medicare FFS Improper Payments 
report were medically unnecessary services and incorrect coding errors. No documentation and insufficient 
documentation errors have been significantly reduced since the inception of the measurement program.  
HHS developed an Error Rate Reduction Plan that outlines actions the agency will implement in an effort 
to prevent/reduce improper payments for all categories of error. 

Medically Unnecessary Services: 

● HHS developed state-specific hospital billing reports to help Quality Improvement Organizations 
and hospitals analyze administrative claims data.  

● HHS worked to address possible issues with observation versus inpatient admission that could be 
contributing to inappropriate inpatient admissions. A multi-state case-control study to determine 
the usefulness of a case management protocol was conducted. 

● HHS completed and distributed an extensive workbook designed to be a resource for hospitals in 
their compliance efforts and activities.  

● HHS tasked each Carrier, FI, and MAC with developing an Error Rate Reduction Plan (ERRP) that 
targets medical necessity errors in their jurisdiction.  

● HHS requires the Carriers, FIs, and MACs to review and validate the CERT results for their 
jurisdiction to determine the education needed to reduce insufficient medical necessity errors. 

Incorrect Coding Errors: 

● Increase and refine educational contacts with providers who are billing in error. 
● Develop and install new correct coding edits. 

No Documentation and Insufficient Documentation Errors: 
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● HHS is implementing a Durable Medical Equipment Accreditation program to ensure the 
legitimacy of the DME suppliers that bill Medicare and to ensure those suppliers meet all the 
requirements for participation in the Medicare program.  

● HHS will conduct a pilot that uses claim attachment records to allow providers to submit 
electronic medical records (EMR).  

● HHS issued regulations that clarify and strengthen provider enrollment requirements and 
standards and increased efforts to deactivate or, when necessary, revoke billing privileges for 
providers and suppliers that are inactive or do not meet program requirements. 

● HHS has implemented safeguards to better ensure that only legitimate providers and suppliers 
receive Medicare payments:   

o HHS is in the process of executing a strategy to realign the Program Safeguard Contractors 
(PSC) with the Medicare Administrative Contractors (MACs).  Seven zones will be developed 
to address fraud “hot spots” in the United States, thereby concentrating on areas of high fraud 
occurrence.  The name for this entity is being changed from PSCs to Zone Program Integrity 
Contractor (ZPIC).       

o The new ZPICs will look at billing trends and patterns across all Medicare claim types within 
a zone and will be responsible for ensuring the integrity of all Medicare-related claims under 
Parts A and B (hospital, skilled nursing, home health, provider and durable medical 
equipment claims), and eventually Part C (Medicare Advantage health plans) and Part D 
(prescription drug plans). 

o HHS will take additional steps to fight fraud and abuse in home health agencies in Florida 
and suppliers of durable medical equipment, prosthetics and orthotics in Florida, California, 
Texas, Illinois, Michigan, North Carolina, and New York.  These efforts include more stringent 
reviews of new suppliers’ applications; unannounced site visits; extensive pre- and post-
payment review of claims; interviews with high volume ordering/referring physicians; and 
visits to high risk beneficiaries to ensure they are appropriately receiving items and services 
for which Medicare is being billed. 

● HHS published two final regulations in Calendar Year 2008 that clarify and strengthen provider 
and supplier enrollment requirements and establish provider and supplier enrollment appeal 
rights.  These two regulations are the “CY 2009 Physician Fee Schedule” and “Appeals of CMS or 
CMS Contractor Determinations When a Provider or Supplier Fails to Meet the Requirements for 
Medicare Billing Privileges.” 

● The CERT program implemented a process to distribute an insufficient documentation report to 
all contractors 60 days prior to the due date of an improper payment report.  

● The CERT Documentation Contractor contacted third party providers to request documentation 
when the billing provider indicated that a portion of the medical record was possessed by a third 
party.  

11.13 Medicare FFS Improper Payment Recovery. 

The actual overpayments identified in the FY 2008 Medicare FFS Improper Payments Report were 
$15,128,414. The identified improper payments are to be recovered by the Medicare contractors via the 
standard payment recovery methods. As of the report publication date, Medicare contractors reported 
collecting $667,966 of the $966,014 of actual overpayments identified by the CERT program.  The HPMP 
identified $14,162,399 in actual overpayments; and, as of the report publication date collected $12,326,700. 

11.14 Medicare FFS Information Systems and Other Infrastructure.  

HHS has the information systems and other infrastructure it needs to reduce improper Medicare FFS 
payments to the levels that we have targeted.  HHS’ systems have the ability to identify developing and 
continuing aberrant billing patterns based upon a comparison of local payment rates with State and 
national rates. The systems at both the Medicare contractor level and the central office level are tied 
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together by a high-speed secure network that allows rapid transmission of large data sets between systems.  
No other systems or infrastructure are needed at this time. 

11.15 Statutory or Regulatory Barriers.  

No statutory or regulatory barriers for limiting corrective actions have been identified. 

11.20 Medicare Advantage or Medicare Part C- A Medicare health insurance program that allows 
beneficiaries to receive their Medicare benefits through a private health plan.   

11.21 Medicare Advantage Statistical Sampling Process.   

In FY 2008, HHS developed a methodology to estimate improper payments in the Medicare Advantage 
Program (MA) (Part C).  The Part C Composite Payment Error Rate presents the combined impact of two 
component payment error measures on total Part C payments to produce a CY 2006 error rate, the 
Medicare Advantage Prescription Drug (MARx) Payment Error (MPE) and the Risk Adjustment Error 
(RAE).  For the MPE, HHS is using CY 2007 data trended back to CY 2006, because production of the 
payment validation data used to estimate the MPE was introduced in mid-2006, so there are not 12 months 
of this CY 2006 validation data.  Trending back of MPE data should not be necessary in future years.   

Use of a CY 2006 MPE estimate instead of a CY 2007 MPE estimate for FY 2008 reporting is driven by the 
fact that the Part C composite error rate is a combination of the MPE and RAE estimates. The RAE estimate 
will always be on a two-year lag for purposes of IPIA reporting because medical record reviews (MRRs) 
cannot begin until after the final Part C risk score reconciliation for a payment year has been completed, 
reconciliation occurs six months after the close of a payment year. 

The first component error rate is the MPE estimate, which captures errors in prospective Part C payments 
caused by errors in transfer of data, interpretation of data, and payment calculations in the MARx system.  
The methodology includes: 

● A random 3% sample of beneficiary payments to plans for each month of 2007. 
● Computation of the prospective payment error amount for sampled beneficiaries. 
● Extrapolating the sample to the monthly population and annualizing the payment error amount. 
● Trending to annualize CY 2007 payments back to CY 2006. 
● Dividing the CY 2006 payment error amount by total CY 2006 prospective payments. 
 

The second component of the error rate is the RAE estimate, which captures payment errors due to the 
application of incorrect beneficiary risk scores. The primary component of a beneficiary risk score is based 
on clinical diagnoses submitted by plans. If incorrect diagnoses are submitted, the risk scores will be 
incorrect and there will be errors in payments. Calculation of this error rate is based on medical record 
reviews (MRRs). The MRRs identify erroneous risk scores for a national random sample of beneficiaries.  
The CY 2006 methodology includes: 

● A random sample of 537 beneficiaries for whom a risk adjusted payment was made in CY 2006. 
● Medical record review of the diagnoses submitted by plans for the 537 sampled beneficiaries. 
● Calculation of beneficiary-level payment error amounts. 
● Extrapolating the total sample payment error to the entire Part C population subject to risk 

adjustment. 
● Dividing the population-level payment error amount by the total CY 2006 Part C final risk 

payments. 
 

The CY 2006 Part C composite payment error rate is the total of the component payment error amounts 
divided by the CY 2006 total final Part C payments.  The steps to calculate the Part C composite payment 
error rate are: 
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● Add the MPE error amount to the RAE error amount to compute the total Part C payment error 
amount. 

● Divide this total Part C payment error amount by the CY 2006 total final Part C payments to 
compute the composite payment error rate. 

 
The Part C composite error rate for CY 2006 is 10.6 percent.  

11.22 Medicare Advantage Corrective Action Plans.  

For the MPE component, HHS will continue to routinely implement payment controls in the MARx 
payment system to ensure accurate and timely payments, including monthly payment validation and 
authorization processes.  MARx payment errors are corrected and future payments adjustments are made 
on a flow basis, including the payment adjustments applied as part of the final Part C risk score 
reconciliation. 

For the RAE, HHS is developing and has begun implementing a corrective action plan to reduce the RAE.  
In CY 2008, HHS conducted national training sessions for Part C Medicare Advantage plans that provided 
comprehensive information on the processes for submitting accurate risk adjustment data.  This training 
also reviewed risk adjustment data validation procedures based on medical record review and payment 
error associated with inaccurate risk adjustment data.   

11.23 Medicare Advantage Program Improper Payment Recovery.   

The MARx payment system error rate is based on analysis of prospective payments. MARx payment 
system errors are fixed on a flow basis throughout the payment year.  The resulting payment adjustments 
are also implemented on a flow basis in the MARx system, including the round of payment adjustments 
due to the final Part C risk score reconciliation. Therefore, recovery of MPE errors occurs on a flow basis as 
part of the routine operation of the MARx payment system. 

Regarding the risk adjustment error, the CY 2006 Medical Record Review was based on a national random 
sample, and no payment recovery has been conducted at this point.   

11.24 Medicare Advantage Information Systems and Other Infrastructure.   

HHS has the information systems and other infrastructure needed to reduce improper Medicare 
Advantage payments.  HHS uses the following internal Medicare systems to make and validate the Part C 
payments: the Medicare Beneficiary Database, the URisk Adjustment System, the UHealth Plan 
Management System, and the MARx payment system.  No other systems or infrastructure are needed at 
this time. 

11.25 Medicare Advantage Statutory or Regulatory Barriers.  

No statutory or regulatory barriers that could limit corrective actions have been identified at this time. 

11.30 Medicare Prescription Drug Benefit or Part D- A Federal prescription drug benefit program for 
Medicare beneficiaries.   

11.31 Medicare Prescription Drug Benefit Statistical Sampling Process.   
In FY 2008, HHS developed a methodology to estimate improper payments for two components of the 
Medicare Prescription Drug Benefit (MPDB) (Part D) error rate: the Medicare Advantage Prescription Drug 
(MARx) Payment Error (MPE) and the Low Income Subsidy (LIS) component.   
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The MPE component estimate captures errors in prospective Part D payments caused by errors in transfer 
of data, interpretation of data, and payment calculations in the MARx system.  The methodology includes: 

● A random 3% sample of beneficiary payments to plans for each month of 2007. 
● Computation of the prospective payment error amount for sampled beneficiaries. 
● Extrapolating the sample to the monthly population and annualizing the payment error amount. 
● Dividing the CY 2007 payment error amount by total CY 2007 prospective payments. 

 

The Low Income Subsidy component estimate captures three types of Medicare payments to Part D plan 
sponsors that are affected by beneficiary LIS status: the Low Income Cost Sharing Subsidy (LICS) amount; 
the Low Income Premium Subsidy (LIPS) amount; and the Direct Subsidy, due to the low-income 
multiplier applied to the beneficiary risk score.  The methodology includes:   

● 100% of Part D beneficiaries are analyzed for the specified calendar year of the payment error 
estimation. 

● An LIS-related payment error is estimated for beneficiaries where the Part D sponsor records have 
a more favorable LIS status for the beneficiary than HHS records.  This can occur for two reasons:  
(1) there are time lags in transfer of LIS status data from the Social Security Administration and 
the States to HHS; and (2) plans work directly with the beneficiary to establish low income status 
on a real-time, immediate basis.  

● If the LIS status for a beneficiary is incorrect as defined above, payment errors associated with 
LICS, LIPS and the Direct Subsidy may result.  

11.32 Corrective Action Plans. 

For the MPE component, HHS will continue to routinely implement payment controls in the MARx 
payment system to ensure accurate and timely payments, including monthly payment validation and 
authorization processes.  MARx payment errors are corrected and future payments adjustments are made 
on a flow basis, including the payment adjustments applied to the final Part D risk score reconciliation. 

For the LIS component, HHS will continue to resolve LICS, LIPS, and Direct Subsidy payment-related 
errors through Part D payment reconciliation process.    

11.33 Medicare Prescription Drug Benefit Improper Payment Recovery.  

The MARx payment system error rate is based on analysis of prospective payments. MARx payment 
system errors are fixed on a flow basis throughout the payment year.  The resulting payment adjustments 
are also implemented on a flow basis in the MARx system, including the round of payment adjustments 
due to the final Part D risk score reconciliation. Therefore, recovery of MPE errors occur on a flow basis as 
part of the routine operation of the MARx payment system. 

The LIS payment errors are addressed in separate reconciliation processes.  Specifically, Low-Income Cost 
Sharing payments are reconciled through a cost settlement process.   Low Income Premium Subsidy 
payments are reconciled during the Part D reconciliation process.  Errors in the LIS multiplier are 
reconciled in the Part D Risk Adjustment reconciliation process.  Payment adjustments are conducted as a 
result of these reconciliations.   

11.34 Medicare Prescription Drug Benefit Information Systems and Other Infrastructure. 

The information systems and other infrastructure that would be valuable to HHS in reducing improper 
payments will not be known until this measurement is fully implemented.  However, for the two 
components that we have measured, HHS has the information systems and other infrastructure needed to 
reduce improper Medicare Prescription Drug Benefit payments.  HHS uses the following internal Medicare 
systems to make and validate the Part D payments: the Medicare Beneficiary Database, the URisk 

U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES | III-67 



FY 2008 AGENCY FINANCIAL REPORT 

Adjustment System, the UHealth Plan Management System, and the MARx payment system.  HHS also 
uses an internal Medicare database for the Low-Income Subsidy payment error estimates and the LIS 
Match Rate Analysis data.  No other systems or infrastructure are needed at this time.  

11.35 Medicare Prescription Drug Benefit Statutory or Regulatory Barriers.   

No statutory or regulatory barriers that could limit corrective actions have been identified at this time. 
Statutory or regulatory barriers for limiting corrective actions will not be known until full implementation 
is complete and results are available.  

11.40 Medicaid-  A joint Federal/State program, administered by the States that provides health 
insurance to certain low income individuals. 

11.41 Medicaid Statistical Sampling Process.   

The Payment Error Rate Measurement (PERM) uses a 17-State three year rotation for measuring Medicaid 
improper payments.  To select the 17 States for the three-year cycle, States were ranked by size based on 
their past Federal fee-for-service (FFS) expenditures and grouped into three major strata with 17 States in 
each stratum.  The expenditure data showed that nine States represent the major portion (approximately 
50%) of total Federal FFS expenditures. To get a precise estimate for the national rate, it was important to 
make these nine high-expenditure States their own stratum. Therefore, the 17 States in Strata 1 were further 
divided into two substrata – Stratum 1A (consisting of the nine States with highest Federal FFS 
expenditures) and Strata 1B (consisting of the eight remaining high-expenditure States). The States were 
sampled such that three States were selected from Strata 1A each year. Given the criterion that each State 
be sampled exactly once over a three-year cycle, each stratum will have one year in which only five States 
are sampled. That is, the pattern will resemble the sample distribution shown in Table 1.  

 
Table 1:  Number of States to be Selected from Each Stratum in Each Year  

 

Strata Year 1 Year 2 Year 3 

 1A 3 3 3 

 1B 3 3 2 

2 6 5 6 

3 5 6 6 

 

Medicaid improper payments are estimated on a Federal fiscal year basis and measure three component 
error rates: FFS, managed care, and eligibility.  HHS, through its use of Federal contractors, measures the 
FFS and managed care components and States perform the eligibility component measurement.  

FFS and Managed Care Component 

States submit quarterly adjudicated claims data from which a randomly selected sample of FFS claims and 
managed care claims are drawn each quarter.  Each selected FFS claim is subjected to a medical and data 
processing review.   Managed care claims are subject only to a data processing review.  Each State’s sample 
size is determined based on annual expenditures.  For FY 2006, the average FFS sample size was 
1,000 claims. For FY 2007, the average FFS sample size was 500 claims and the average managed care 
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sample size was 250 claims per State.  Since FY 2007 was the first year of the composite measurement, 
measuring three components, HHS reduced the sample size to ensure timely completion.   

A challenge to the FY 2007 measurement was that one State’s managed care payment system was not able 
to provide Medicaid managed care claims at the beneficiary level, as required for universe data.  To 
accommodate this system limitation, the State utilized its eligibility enrollment files and constructed a 
universe of “pseudo-claims”, which included beneficiaries who were highly likely to be receiving managed 
care benefits.  The sample was drawn from the universe of “pseudo-claims”. 

Eligibility Component 

For FY 2007, States conducted an eligibility review on a randomly selected sample of 504 active and 
204 negative Medicaid cases over a nine month period.    

• Active cases are cases containing information on a beneficiary who is enrolled in the Medicaid 
program in the month that eligibility is reviewed.   

• Negative cases are cases containing information on a beneficiary who applied for benefits and 
was denied or whose program benefits were terminated based on the State agency’s eligibility 
determination in the month eligibility was reviewed.   

Each State calculated two error rates for active cases, a payment error rate and a case error rate.  

• The payment error rate is calculated using the dollar value of payments made for services 
provided to beneficiaries who were ineligible divided by the dollar value of claims for the sample 
of beneficiaries, i.e., dollars in error over total dollars in the sample.  HHS combines the State 
reported eligibility component payment error rates to develop a national eligibility error rate for 
Medicaid.   

• The case error rate is calculated by dividing the number of ineligible beneficiaries into the total 
number of beneficiaries in the sample.  States calculate only a case error rate for negative cases 
because no payments were made.  For the active and negative case error rates, the errors are not 
dollar weighted.      

Since there was no historical eligibility error rate data, the initial sample size was calculated under the 
assumption that the error rate is five percent. This means that the desired precision requirements will be 
achieved with a high probability if the actual error rate is five percent or less.  For this reason, an annual 
sample of 504 active cases should meet the desired State-level precision with a high probability.  In 
subsequent years, if the State’s actual error rate is lower, the State may demonstrate that a smaller sample 
size based on the documented lower error rate is sufficient.  Conversely, if a State’s actual error rate is 
higher, the State may need to select a larger sample. 

Detailed eligibility review guidelines for the FY 2007 measurement were released to States in October 2006 
along with a request for states to submit eligibility sampling plans.  Given the timing, the first quarter of 
the eligibility measurement was used as an implementation period for States to acquire funding, staffing, 
and to create sampling programs.  States began the eligibility measurement in the second quarter of the 
fiscal year.  Despite the delayed implementation, the full-year sample size of 504 active cases and 
204 negative cases was still implemented, but was selected from the three remaining quarters of the fiscal 
year.  Since HHS has no empirical evidence or reason to believe that the eligibility error rate would differ 
between the first quarter and the other three quarters, HHS assumes that the active case payment error rate 
in the first quarter of FY 2007 does not differ systematically from the error rate over the last nine months of 
the year.  This assumption allows HHS to project a national annual Medicaid error rate using nine months 
of eligibility data.    

Calculations and Findings 

All payment error rate calculations for the Medicaid program (the FFS component, managed care 
component, eligibility component, and national Medicaid error rate) are based on the ratio of estimated 
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dollars of improper payments to the estimated dollars of total payments. Individual State error rate 
components are combined to calculate the national component error rates and individual State Medicaid 
program error rates are combined to calculate the national Medicaid program error rate.  National 
component error rates and the Medicaid program error rate are weighted by State size, so that a State with 
a ten billion dollar program “counts” ten times more toward the national rate than a State with a one 
billion dollar program. The national program error rate represents the combination of Medicaid fee-for-
service, Medicaid managed care, and Medicaid eligibility error rates.  A small correction factor ensures that 
Medicaid eligibility errors do not get “double-counted.”      

For FY 2006, HHS measured Medicaid fee-for-service (FFS) improper payments only.  A preliminary 
FY 2006 error rate was reported in the FY 2007 Agency Financial Report (AFR).  HHS has completed this 
measurement and is reporting a final FY 2006 Medicaid FFS error rate of 4.7 percent in the FY 2008 AFR.  

The FY 2007 annual national Medicaid error rate is 10.5 percent.  The FY 2007 annual component error rate 
for Medicaid fee-for-service is 8.9 percent.  The FY 2007 annual component error rate for Medicaid 
managed care is 3.1 percent.  The FY 2007 annual component error rate for Medicaid eligibility is 
2.9 percent.  HHS also calculated a national case error rate.  The active case error rate for Medicaid is 
3.2 percent and the negative case error rate is 6.2 percent.  The Medicaid eligibility component error rate 
did not affect the precision of the Medicaid program error rate as much as the FFS component, which had 
substantial variation in error rates across sampled States. 

11.42 Medicaid Corrective Action Plans. 

For the FY 2006 FFS measurement, the most common causes of improper payments were: 

Medical review:  

 no documentation, 
 insufficient documentation, and  
 policy violation   

Data processing review:  

 pricing errors,  
 logic edits, and  
 third party liability   

For FY 2007, the most common causes of improper payments were:  

Medical review:  

 no documentation, and 

 insufficient documentation  

Data processing review:  

 pricing errors, and 

 non-covered services   

Eligibility review:  

Specific causes of eligibility errors are not reported because States conducted the eligibility 
reviews.  HHS conducted an informal survey of large, medium, and small states to ascertain the 
causes of eligibility errors.  The reasons provided by the surveyed States were: caseworker errors 
and lack of internal controls. 
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The majority of the FY 2007  errors (90%) were a result of non-response or insufficient documentation, 
which is a similar trend witnessed in the early years of the Medicare FFS error rate measurement program.   

For the FY 2006 and FY 2007 measurements, each State is expected to take corrective actions to reduce the 
most common causes of improper payments within the State.  States will submit and implement corrective 
action plans that include the following: 

 Data analysis - an analysis of the findings to identify where and why errors are occurring. 
 Program analysis - an analysis of the findings to determine the causes of errors in program operations. 
 Corrective action planning - steps taken to determine cost-effective actions that can be implemented to 

correct error causes. 
 Implementation - plans to operationalize the corrective actions, including milestones and a timeframe 

for achieving error reduction. 
 Monitoring and evaluation – assessment of whether the corrective actions are in place and are effective 

at reducing or eliminating error causes. 

HHS will monitor States’ implemented corrective actions to determine whether the actions are effective 
and whether milestones are being reached.  HHS is also developing an error rate reduction plan at the 
Federal level based on its analysis of the FY 2006 and FY 2007 measurement. 

11.43 Medicaid Program Improper Payment Recovery.   

For FY 2006, the actual Medicaid FFS improper payments identified in the sample were $ 693,319.    

For FY 2007, the actual improper payments identified for the Medicaid program in the sample were 
$1,258,525. 

The recoveries of Medicaid improper payments are governed by Section 1903(d)(2) of the Social Security Act 
and related regulations at Part 433, Subpart F under which States must return the Federal share of 
overpayments.  States reimburse the Federal share on the CMS-64 form for Medicaid which contains a line 
item for program collections.  No results are available at this time on actual recoveries. 

11.44 Medicaid Information Systems and Other Infrastructure.   

Since Medicaid payments occur at the State level, information systems and other infrastructure needed to 
reduce Medicaid improper payments would need to be implemented at the State level.  PERM faced many 
challenges with State payment systems based only on paper and aggregate claims; changes in information 
systems at the State level during the course of the measurement cycle; and a wide variation of systems 
designs and capabilities from State to State.  HHS has been active in encouraging and supporting States in 
their efforts to modernize and improve State Medicaid Management Information Systems (MMIS).  Such 
improvements would produce greater efficiencies in the PERM measurement and strengthen program 
integrity.  HHS is currently investigating possible collaborations with States and providers with regard to 
shared databases, data repositories, and other technology innovations that may benefit the PERM 
measurement.       

U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES | III-71 



FY 2008 AGENCY FINANCIAL REPORT 

11.45 Medicaid Statutory or Regulatory Barriers.  

No statutory or regulatory barriers that could limit corrective actions have been identified at this time. 

11.50 SCHIP- A joint Federal/State program, administered by the States that provides health insurance 
for qualifying children. 

11.51 SCHIP Statistical Sampling Process.  

Medicaid and SCHIP employed the same State sampling process.  For detailed information on the State 
sampling process, please see section 10.41.  We determined that SCHIP can be measured in the same States 
selected for Medicaid review each fiscal year with a high probability that the SCHIP error rate will meet the 
requirements for confidence and precision levels.  Since SCHIP and Medicaid will be measured in the 
selected States at the same time, each State will be measured for SCHIP once and only once every three 
years.   

In FY 2007, improper payments in SCHIP were measured in 16 States for reporting in the FY 2008 AFR.  
The State of Tennessee was randomly selected to be measured under SCHIP in FY 2007.  However, PERM 
did not measure SCHIP in the State of Tennessee in FY 2007 because Tennessee did not implement a SCHIP 
program until mid-year.  Tennessee’s SCHIP program will be included in the FY 2010 measurement cycle. 

SCHIP improper payments are estimated on a Federal fiscal year basis and measure three component error 
rates: FFS, managed care, and eligibility.  HHS, through its use of Federal contractors, measures the FFS 
and managed care components and States perform the eligibility component measurement.  

FFS and Managed Care Component 

States submit quarterly adjudicated claims data from which a randomly selected sample of FFS claims and 
managed care claims are drawn each quarter.  Each selected FFS claim is subjected to a medical and data 
processing review.   Managed care claims are subject only to a data processing review.  Each State’s sample 
size is determined based on annual expenditures.  For FY 2007, the average FFS sample size was 500 claims 
and the average managed care sample size was 250 claims per State.   

A challenge to the FY 2007 measurement was that one State’s managed care payment system was not able 
to provide SCHIP managed care claims at the beneficiary level, as required for universe data.  To 
accommodate this system limitation, the State utilized its eligibility enrollment files and constructed a 
universe of “pseudo-claims”, which included beneficiaries who were highly likely to be receiving managed 
care benefits.  The sample was drawn from the universe of “pseudo-claims”. 

Eligibility Component 

For FY 2007, States conducted an eligibility review on a randomly selected sample of 504 active and 
204 negative SCHIP cases over a nine month period.    

•  Active cases are cases containing information on a beneficiary who is enrolled in the SCHIP 
program in the month that eligibility is reviewed.   

•  Negative cases are cases containing information on a beneficiary who applied for benefits and 
was denied or whose program benefits were terminated based on the State agency’s eligibility 
determination in the month eligibility was reviewed.   

Each State calculated two error rates for active cases, a payment error rate and a case error rate.   

•  The payment error rate is calculated using the dollar value of payments made for services 
provided to beneficiaries who were ineligible divided by the dollar value of claims for the sample 
of beneficiaries, i.e., dollars in error over total dollars in the sample.  HHS combines the State 
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reported eligibility component payment error rates to develop a national eligibility error rate for 
SCHIP.   

•  The case error rate is calculated by dividing the number of ineligible beneficiaries into the total 
number of beneficiaries in the sample.  States calculate only a case error rate for negative cases 
because no payments were made.  For the active and negative case error rates, the errors are not 
dollar weighted.       

Since there was no historical eligibility error rate data, the initial sample size was calculated under the 
assumption that the error rate is five percent. This means that the desired precision requirements will be 
achieved with a high probability if the actual error rate is five percent or less.  For this reason, an annual 
sample of 504 active cases should meet the desired State-level precision with a high probability.  In 
subsequent years, if the State’s actual error rate is below five percent, the State may demonstrate that a 
smaller sample size based on the documented lower error rate is sufficient.  Conversely, if a State’s actual 
error rate is above five percent, the State may need to select a larger sample. 

Detailed eligibility review guidelines for the FY 2007 measurement were released to States in October 2006 
along with a request for states to submit eligibility sampling plans.  Given the timing, the first quarter of 
the eligibility measurement was used as an implementation period for States to acquire funding, staffing, 
and to create sampling programs.  States began the eligibility measurement in the second quarter of the 
fiscal year.  Despite the delayed implementation, the full-year sample size of 504 active cases and 204 
negative cases was still implemented, but was selected from the three remaining quarters of the fiscal year.  
Since HHS has no empirical evidence or reason to believe that the eligibility error rate would differ 
between the first quarter and the other three quarters, HHS assumes that the active case payment error rate 
in the first quarter of FY 2007 does not differ systematically from the error rate over the last nine months of 
the year.  This assumption allows HHS to project a national annual SCHIP error rate using nine months of 
eligibility data.    

Calculations and Findings 

All payment error rate calculations for the SCHIP program (the FFS component, managed care component, 
eligibility component, and national SCHIP error rate) are based on the ratio of estimated dollars of 
improper payments to the estimated dollars of total payments. Individual State error rate components are 
combined to calculate the national component error rates and individual State SCHIP program error rates 
are combined to calculate the national SCHIP program error rate.  National component error rates and the 
SCHIP program error rate are weighted by State size, so that a State with a ten billion dollar program 
“counts” ten times more toward the national rate than a State with a one billion dollar program. The 
national program error rate represents the combination of SCHIP fee-for-service, SCHIP managed care, and 
SCHIP eligibility error rates.  A small correction factor ensures that SCHIP eligibility errors do not get 
“double-counted.”  

The FY 2007 annual national SCHIP error rate is 14.7 percent.  The FY 2007 annual component error rate for 
SCHIP fee-for-service is 11.0 percent.  The FY 2007 annual component error rate for SCHIP managed care is 
0.1 percent.  The FY 2007 annual component error rate for SCHIP eligibility is 11.0 percent.  HHS also 
calculated a national case error rate.  The active case error rate for SCHIP is 11.5 percent and the negative 
case error rate is 1.6 percent.  The SCHIP eligibility component rate affected the precision of the SCHIP 
program error rate due to a large variation in eligibility error rates across sampled States. 

11.52 SCHIP Corrective Action Plans.   

For FY 2007, the most common causes of improper payments for SCHIP were:  

Medical review:  

 no documentation, and 
 insufficient documentation  
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Data processing review:  

 pricing errors, and 
 non-covered services 

Eligibility review: 

Specific causes of eligibility errors are not reported because States conducted the eligibility reviews.  
HHS conducted an informal survey of large, medium, and small States to ascertain the causes of 
eligibility errors.  The reasons provided by the surveyed States were:  caseworker errors and lack of 
internal controls.   

 

For the FY 2007 measurement, each State is expected to take corrective actions to reduce the most common 
causes of improper payments within the State.  States will submit and implement corrective action plans 
that include the following: 

 Data analysis - an analysis of the findings to identify where and why errors are occurring. 
 Program analysis - an analysis of the findings to determine the causes of errors in program operations. 
 Corrective action planning - steps taken to determine cost-effective actions that can be implemented to 

correct error causes. 
 Implementation - plans to operationalize the corrective actions, including milestones and a timeframe 

for achieving error reduction. 
 Monitoring and evaluation – assessment of whether the corrective actions are in place and are effective 

at reducing or eliminating error causes. 

HHS will monitor States’ implemented corrective actions to determine whether the actions are effective 
and whether milestones are being reached.  HHS is also developing an error rate reduction plan at the 
Federal level based on its analysis of the FY 2007 measurement. 

11.53 SCHIP Program Improper Payment Recovery.  

For FY 2007, the actual SCHIP improper payments identified in the sample were $539,436. 

The recoveries of SCHIP improper payments are governed by Section 2105 of the Social Security Act and 
related regulations at Part 457 under which States must return the Federal share of overpayments.  States 
reimburse the Federal share on the CMS-21 form for SCHIP which contains a line item for program 
collections.  No results are available at this time on actual recoveries. 

11.54 SCHIP Information Systems and Other Infrastructure.  

Since SCHIP payments occur at the State level, information systems and other infrastructure needed to 
reduce SCHIP improper payments would need to be implemented at the State level.  PERM faced many 
challenges with State payment systems based only on paper and aggregate claims; changes in information 
systems at the state level during the course of the measurement cycle; and wide variation of systems 
designs and capabilities from state to state.  HHS has been active in encouraging and supporting states in 
efforts to modernize and improve state MMIS systems.  Such improvements would produce more 
efficiencies in the PERM measurement and strengthen program integrity.  HHS is currently investigating 
possible collaborations with States and providers with regard to shared databases, data repositories, and 
other technology innovations that may benefit the PERM measurement.   

11.55 SCHIP Statutory or Regulatory Barriers.   

No statutory or regulatory barriers that could limit corrective actions have been identified at this time.  

III-74 | U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES  



FY 2008 AGENCY FINANCIAL REPORT 

11.60 TANF- A joint Federal/State program, administered by the States that provides time-limited 
assistance to needy families with children to promote work, responsibility and self-sufficiency.   

11.61 TANF Statistical Sampling Process.   

HHS’ Office of Inspector General (OIG) conducts the review of the TANF program.   The objective is to 
determine whether the State agency made TANF basic assistance payments to recipient families in 
accordance with Federal and State requirements, as demonstrated by adequate documentation of eligibility 
and payment determinations.   

The sampling universe for each State consists of all TANF basic assistance payments made for a 12-month 
audit period.  The sampling time period for this review was from April 1, 2006, through March 31, 2007.  
Using the standard methodology that OIG piloted in FY 2007, the OIG is conducting an improper payment 
measurement in the TANF program in eight States for FY 2008.  The eight States were randomly selected 
from all states (50 states plus the District of Columbia), using a probability proportional to size sampling 
model, where the States with larger expenditures have a higher probability of being selected in the sample.    

The sample unit is a monthly TANF basic assistance payment to a recipient family for the audit period. The 
payment includes all basic assistance payments made to the family for the month.  OIG used a simple 
random sample and sequentially numbered the payments in the sampling frame and selected the 
sequential numbers that correlated to the random numbers generated.  

The OIG determined whether each sampled payment was improper based on Federal and State laws, 
regulations, and other requirements. Specifically, if at least one of the following characteristics was met, 
OIG considers the payment under review improper: 

• The recipient family did not meet one or more eligibility requirements. 

• The recipient family was eligible for assistance but received an improper payment amount 
(overpayment or underpayment). 

• The case file did not contain sufficient documentation to support eligibility and payment 
determinations as required by Federal and State regulations. 

OIG used its statistical software, RAT-STATS, to calculate improper payment estimates for each State.  For 
each State and nationally, the OIG estimated: (1) the total Federal dollar value of TANF basic assistance 
payments with eligibility or payment calculation errors and with documentation errors; and (2) the total 
number of these improper payments.   

HHS will report an estimate of the national TANF error rate for FY 2008 in this AFR and will report a final, 
statistically valid, error rate for FY 2008 in the FY 2009 AFR because work in one of the eight States remains 
outstanding.  

11.62 TANF Corrective Action Plans.   

HHS annually submits a letter to all TANF States with recommendations for potential corrective actions 
based on the reviews done by OIG.  The reviews show that the primary causes of error are ineligible 
recipients, incorrect payment amounts and insufficient documentation.  State may employ these 
recommendations in their corrective action efforts to reduce future improper payments. 

11.63 TANF Improper Payment Recovery.  

Due to legislative restrictions, HHS is not able to recover improper payments in the TANF program. 
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11.64 TANF Information Systems and Other Infrastructure.   

Since TANF payments occur at the State level, information systems and other infrastructure needed to 
reduce TANF improper payments would need to be implemented at the State level.  States utilize the 
Public Assistance Reporting Information System (PARIS), the National Directory of New Hires (NDNH) 
matching program, and the Income Eligibility Verification System (IEVS), to help ensure that improper 
payments are minimized.  No other systems or infrastructure are needed at this time. 

11.65 TANF Statutory or Regulatory Barriers.  

Corrective actions that could help reduce improper payments would have to be implemented at the State 
level.  The TANF statute prohibits HHS from requiring State TANF agencies to implement the 
measurement program and implement and report on corrective actions. 

11.70 Foster Care-  A joint Federal/state program, administered by the States for children who need 
placement outside their homes in a foster family home or a child care facility.  

11.71 Foster Care Statistical Sampling Process.   

Under the regulatory review promulgated at 45 CFR 1356.71, Foster Care Eligibility Reviews are conducted 
systematically in each State (the 50 States, the District of Columbia and Puerto Rico) every three years.  
During these reviews, a team comprised of Federal and state staff review 80 cases selected from the State's 
title IV-E foster care population to determine a State’s level of compliance in meeting the Federal eligibility 
requirements for the foster care program and to validate the accuracy of a State’s claim for Federal 
reimbursement of foster care payments.  Each regulatory review identifies the number of error cases and 
amount of payment errors determined from the review of a sample drawn from the State’s overall Title IV-
E caseload for its six-month Period Under Review (PUR).  An error case is defined as a case in which a 
payment is made on behalf of an ineligible child during the PUR.  Payment errors may include payments 
for error cases, “ineligible” payments made to non-error cases which failed to meet an eligibility criterion 
outside the PUR, and “unallowable” payments for services not covered by title IV-E or its regulatory 
provisions (e.g. therapy).   

HHS employs a 10 percent error threshold to determine the level of State compliance in meeting the 
Federal requirements in the foster care program.  If during a primary review a State exceeds the error 
threshold, Foster Care takes a disallowance and the State is required to develop and implement a Program 
Improvement Plan (PIP).  Following PIP implementation (which generally is completed within a year) the 
State is subjected to a secondary review, where 150 cases are selected for review.  If a State again exceeds 
the error threshold in a secondary review, the State is assessed an additional extrapolated disallowance, 
which is equal to the lower limit of a 90 percent confidence interval for the State foster care population’s 
total dollars in error during the six-month PUR.  The extrapolation increases geometrically the resulting 
disallowance. Since FY 2000, HHS has systematically conducted more than 130 regulatory foster care 
reviews, with over 12,000 foster care cases reviewed.    

The Foster Care error rate and national estimates of improper payments are calculated each year using data 
collected in the most recent eligibility review for each of 50 States, the District of Columbia, and Puerto 
Rico.  Since, each State is reviewed every three years, each year’s “composite sample” of data from 52 State 
reviews incorporates new review data for about one-third of the States.  While each State sample represents 
a distinct six-month PUR, the national “composite” sample reflects a composite PUR. Consequently, the 
resulting error rate is referred to as a “rolling” estimate, since about one-third of the review data are 
replaced with new data each year.  To arrive at the national estimates of improper payments and payment 
error rate, data from each State review sample are used to develop an estimate of State improper payments 
for the PUR. This estimate considers both under- and overpayments in accordance with the IPIA.  State 
estimates are then aggregated to estimate national improper payments for the composite PUR.  The 
national estimate is divided by the sum of payments received during respective PURs to determine the 
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national payment error rate for the program. This year marks an important benchmark in the Foster Care 
error rate reporting as this year’s update reflects the transition from case-based estimation to a refined 
dollar-based methodology for estimating State improper payments. While the previous methodology 
extrapolated the average improper payments per case for the sample to the number of cases in the State, 
the refined methodology extrapolates the dollar error rate of the sample (i.e., sample PUR improper 
payments divided by sample PUR total payments) to the total PUR payments for the State.  Using this new 
methodology, for FY 2008, the Foster Care estimated national payment error rate is 6.42 percent.  This 
represents an increase over the FY 2007 error rate due in part to the revised methodology and in part to an 
increase in eligibility errors for several large States reviewed in FY 2008.  While higher than the 
FY 2007 error rate, the FY 2008 error rate remains lower than rates reported in FY 2004 – FY 2006 under the 
previous methodology.  

11.72 Foster Care Corrective Action Plans. 

Corrective action plans instituted by HHS to address improper payments in the foster care program have 
been designed to address those eligibility errors and other payment errors (e.g., underpayments) that have 
contributed most to improper payments.  In FY 2008, the major contributors to payment errors for the 
foster care program included the following:  

 Underpayments (26 percent of payment errors), 
 Provider not licensed or approved (13 percent of payment errors), 
 Ineligible payment (e.g., therapy) (9 percent of payment errors), 
 Not AFDC eligible at time of removal (9 percent of payment errors), 
 Judicial determination regarding reasonable efforts to finalize permanency plan not timely 

(8 percent of payment errors), 
 Criminal records check not completed (6 percent of payment errors), and 
 No judicial determination of reasonable efforts to prevent removal (6 percent of payment errors) 

Together these seven items account for over 75 percent of payment errors for foster care. Progress in 
addressing these errors has leveled off slightly between FY 2007 and FY 2008.  The overall frequency of all 
types of payment errors in the composite foster care sample (i.e., across all States) increased by about 
12 percent from 528 in FY 2007 to 593 in FY 2008.  However, total payment errors for the program for 
FY 2008 remain far below the initial level of 1,034 eligibility errors reported in the program’s FY 2005 
Corrective Action Plan.  The FY 2008 figure is just 57 percent of the initial figure, and if we exclude 
underpayments which were not included in the initial figure, the FY 2008 count of eligibility errors is 
441, or just 43 percent of eligibility errors since the start of this effort.  Thus, since the inception of these 
improper payment reduction efforts solid progress has been made in reducing payment errors across the 
program.  In FY 2008, the most frequently identified payment error across foster care reviews is 
underpayments (152 errors, or 26 percent of errors). 
 
While the overall frequency of the types of errors has decreased since improper payments reduction efforts 
began, the increase over the past year highlights the importance of maintaining diligence in corrective 
action efforts.  Key features of HHS’ corrective action strategies include the following:    

 HHS conducts on-site and post-site review activities to effectively validate the accuracy of a State’s 
claim for reimbursement of payments made on behalf of children and their foster care providers. 
Specific feedback is provided on-site to the State agency to directly impact the proper and efficient 
administration and implementation of the State’s title IV-E Foster Care maintenance payments 
programs. Further, a comprehensive report is issued to the State agency to confirm the final 
findings of the on-site review. The final report serves as the basis for the development of a Program 
Improvement Plan (PIP).  
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 States are required to develop and execute State-specific PIPs that target corrective action to the 
root cause of payment errors in the State. The PIP is developed by State staff in consultation with 
Federal staff and are required to include the following components:  

 Specific goals or outcomes for program improvement;  

 Measurable action steps required to correct each identified weakness or deficiency;  

 Target date for completing each action step;  

 Description of how progress will be evaluated by the State and reported to HHS, including the 
frequency and format of the evaluation procedures; and  

 Description of how the State will report to HHS when an action step has been achieved.  

 The PIP is designed to lead to measurable changes in State program operations and is required to 
identify the specific action steps developed to attain the desired outcomes and correct program 
deficiencies.  Each action strategy has a projected completion date that will not extend more than 
one year from the date the PIP is approved by HHS.  This assures that proper attention is given to 
correcting deficiencies in a timely manner.  HHS believes that the development and 
implementation of the PIP is the key to identifying the reasons why cases are in error and 
motivating States to correct the identified problems.  Requiring States to implement PIPs has 
proven to be an effective solution in reducing eligibility errors as reflected in the decrease in the 
national error rate since FY 2004. 

 HHS provides onsite training and technical assistance to States to develop and implement program 
improvement strategies.  

 HHS works toward heightening judicial awareness of and investment in the monitoring reviews. 
In past years, three of the six most frequently occurring errors have involved the judiciary. 
Specifically, those errors which depend on the judiciary include (1) judicial determination 
regarding reasonable efforts to finalize permanency plan not timely; (2) no judicial determination 
of reasonable efforts to prevent removal; and (3) no contrary to welfare determination. HHS 
continues to share the results of the Foster Care reviews with judicial organizations and offers 
training and technical assistance to educate and inform the judiciary in areas pertaining to their 
role directly impacting the State agency’s performance on the eligibility factors.  Following these 
efforts, only two errors related to the judiciary (judicial determination regarding reasonable efforts 
to finalize permanency plan not timely and no judicial determination of reasonable efforts to 
prevent removal) remain in the top seven most frequently occurring errors and together account 
for only 14 percent of errors. 

 HHS works closely with the Court Improvement Program in States where judges require training 
and court orders warrant modification to reduce the error rate for this finding.  

 HHS conducts secondary reviews (as applicable) and takes appropriate disallowances consistent 
with the review findings.  HHS’ expectation is that these disallowances, in conjunction with the 
development and implementation of the PIP, will serve as strong encouragement to the States to 
improve their programs to the extent that when a secondary review is conducted they will be 
determined to be in substantial compliance. 

 As noted in last year’s AFR, the number of underpayments increased in FY 2007.  This was 
partially due to the fact that some states were being reviewed for underpayments for the first time.  
However, to address the increase in this payment error, during FY 2008 HHS instituted the 
following practices: 

 Included a discussion of any underpayments identified during a title IV-E eligibility 
review at the exit conference with State agency senior management; 

 Identified underpayments in the final reports issued to States following a title IV-E 
eligibility review; and 
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 Added language to the Title IV-E Foster Care Eligibility Review Guide clarifying what 
constitutes an “underpayment” to ensure that Federal and State agency staff accurately 
identify underpayments. 

Through implementation of its comprehensive corrective action plan, HHS has demonstrated steady 
progress in reducing the error rate in FY 2005, FY 2006, and in FY 2007.  The error rate decreased from 
10.33 percent in FY 2004 (baseline), to 8.60 percent in FY 2005, to 7.68 percent in FY 2006, to 3.30 percent in 
FY 2007.  Although the rate increased in FY 2008 to 6.42 percent, this reflects a new methodology, in part, 
and yet still represents a reduction of the rate by over one-third since establishing the baseline in FY 2004.   

11.73 Foster Care Improper Payment Recovery. 

As a result of its conducting foster care eligibility reviews in 14 States during the 12-month period of 
August 1, 2007 through July 31, 2008, HHS has recovered  $ 2,150,210 in title IV-E improper payments. The 
funds recovered are comprised of $ 1,420,550 disallowed maintenance payments and $ 729,660 disallowed 
administrative payments. 

11.74 Foster Care Information Systems and Other Infrastructure.   

Since Foster Care payments occur at the State level, information systems and other infrastructure needed to 
reduce Foster Care improper payments would need to be implemented at the State level.  No other systems 
or infrastructure are needed at this time. 

11.75 Foster Care Statutory or Regulatory Barriers.   

No statutory or regulatory barriers that could limit corrective actions have been identified at this time. 

11.80 Head Start-  A Federal program that provides comprehensive developmental 
services for America’s low-income, preschool children ages three to five and their 
families. Head Start provides diverse services consistent with its goals for success in 
education, health, parent involvement and social services.   

11.81  Head Start Statistical Sampling Process. 

HHS is legislatively required to perform reviews of each Head Start program every three years. The design 
of the sample for the Erroneous Payments Study of Head Start programs is a three-stage element sample. 
Since each program is reviewed once every three years, the first stage of the sample is to identify the 
programs up for review. The second stage of the sample is to select the programs to be reviewed. As was 
done in the FY 2007 Erroneous Payments study, the FY 2008 study selected 50 programs and ten alternates. 
Programs were selected through a stratified random sample, where programs were divided into five 
stratum by enrollment. The number of programs sampled within each stratum is roughly proportional to 
the number of children represented in each stratum, based on the most recent Program Information Report 
funded enrollment data. The third stage of the sample is to select the records to be reviewed in each 
selected program, using a systematic sampling scheme. 

In the FY 2008 Erroneous Payments Study, 50 Head Start programs from 29 states were reviewed. A total of 
11,314 records were examined. The purpose of the reviews was to determine whether documentation 
demonstrated that a Head Start child was income eligible. A payment error in the Head Start program is 
defined as a payment for an enrolled child from a family whose income exceeds the allowable limit (in 
excess of the ten percent program allowance for families above the income limit). To make this 
determination, reviewers were required to look at each sample child’s folder and determine if the child was 
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ineligible. A child was deemed ineligible if (1) there was not, as required by 45 CFR Part 1305.4(e), a signed 
statement by a Head Start employee stating the child was eligible to participate or (2) there was income 
documentation in the child’s folder that, in the reviewer’s judgment, suggested the child was not Head 
Start eligible. Reviewers are also asked to review income documentation regardless of whether there was a 
signed statement from the staff in the file. 

The FY 2008 error rate is 3.0%, an increase from 1.3% in FY 2007. The increase in the error rate is due 
mainly to the number of files reviewed that contained no signed statement forms or a form with 
inadequate documentation.  In FY 2007, 156 (2.4%) of the files reviewed contained inadequate 
documentation compared to 350 files (3.1%) in FY 2008.  The majority of the national increase is due to a 
single grantee that had a flawed record keeping system for signed statements, which made it difficult to 
determine eligibility for a sizable number of children in the program.  When this grantee is factored out of 
the sample, the error rate is approximately 1.8% for FY 2008.  There was also a slight increase in the 
number of known ineligible children admitted into the programs. 

11.82 Head Start Corrective Action Plans.   

Categories of error and associated corrective actions for Head Start grantees: 

 Absence of a complete and accurate signed income verification statement, meeting regulatory 
requirements, in grantee file.  

o Grantee is to develop corrective action plan based on its findings. 

In addition, HHS has taken the following actions: 

 Issued a memorandum reminding all grantees of documentation requirements.  
 Developed a standard signed statement template form, which will be available to all grantees in 

FY 2009.  Grantees will be encouraged to use the form until OMB clearance for the form can be 
obtained, at which point the use of the form will be mandatory.   

 Increased oversight of documentation activities being performed by HHS regional offices. 
 Increased grantee emphasis for on-going monitoring through training and development of a 

monitoring protocol to review management systems. 

11.83 Head Start Improper Payment Recovery.  

Given the recent legislative changes to Head Start that were enacted in December 2007, HHS is reviewing 
the potential for taking recoveries in Head Start.  Currently there is no recovery activity for this program. 

11.84 Head Start Information Systems and Other Infrastructure.   

HHS has the information systems and infrastructure needed to reduce improper Head Start payments to 
the levels that HHS has targeted. HHS has two systems in place that identify grantees that are not 
complying with Head Start’s income eligibility requirements. First, all review reports are processed 
centrally by HHS as part of Head Start monitoring.  Secondly, Head Start is using the Risk Management 
System, implemented in each region, to help identify and manage grantee compliance with eligibility 
requirements.  Both systems allow HHS to identify grantees that fail to comply with income eligibility 
requirements. No other systems or infrastructure are needed at this time. 

11.85 Head Start Statutory or Regulatory Barriers.  
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The Head Start Act does not require grantees to maintain documentation supporting eligibility in a case 
file.  Grantees are only required to maintain a signed statement verifying eligibility.  Monitoring of 
grantees’ compliance with eligibility requirements is therefore limited to whether the case file contains a 
signed eligibility statement.   

11.90 Child Care- A Joint Federal/State program, administered by the States that 
provides child care financial assistance to low-income working families.   

11.91 Child Care Statistical Sampling Process. 

For FY 2007, reported in the FY 2008 Agency Financial Report (AFR), the Child Care and Development 
Fund (CCDF) program baseline payment error rate or percentage of improper authorizations for payment 
is 11.5 percent. The national over-authorization error rate, or the percentage of authorizations in excess of 
the amounts for which cases are eligible, is 11.1 percent. The percentage of under-authorizations is equal to 
.4 percent.  

HHS uses a 3-year rotation for measuring CCDF improper authorizations for payments. A stratified 
random sampling method was used for selecting States. One third of the total of 52 States (50 States plus 
the District of Columbia and Puerto Rico) was selected to participate each year of a 3-year cycle in the error 
rate measurement methodology. The sample of States was stratified by region (10 total), with the regions 
randomly ordered. States were sorted within each region by caseload, from the most to the least number of 
cases. Every third State on the list was then selected, using a random start number the first and second 
years. The third year included those States not selected in year one or year two. Each year this sample 
yields a mix of county-administered and State-administered programs and States serving small and large 
numbers of children.   

The CCDF error rate methodology employs a case record review process to determine whether child care 
subsidies were properly authorized to eligible families. The methodology focuses on administrative errors 
and improper authorizations for payment made during the client eligibility determination process. It is 
important to note that the CCDF methodology distinguishes between authorizations for payment and 
actual payments made to providers for child care services rendered. Because States were estimating 
improper authorizations for payment, the authorization amounts do not represent what was actually paid. 
In general, the amount of actual payments is lower, computed to be about 15 percent lower. Reporting the 
amount of improper authorizations for payment in the CCDF program is more stringent than the IPIA 
requirements.   

CCDF improper authorizations for payment are estimated on a fiscal year basis. States select a random 
statewide sample of cases for each month of the fiscal year. States may choose to sample either 271 or 
276 cases for the 12-month review period which provides a representative estimate of the annualized 
amount of improper authorizations for payments. This sample size is projected to allow the CCDF program 
at the national level to achieve a precision level of 5 percent at the 90 percent confidence interval.  CCDF 
was granted an exception by OMB allowing CCDF to meet 5 percent precision rather than the required 
2.5 percent.  States generate a list of all cases authorized to receive a child care payment during the review 
month. The list is subsequently sorted by county and caseload size, listing counties with the largest 
caseload first to counties with the smallest caseload. States calculate a sampling interval based on the size 
of the sampling frame and the sample cases are selected. This process is repeated each month to allow 
States to select the sample cases and replacement cases. 

States conduct reviews of sampled cases using the ACF-400 Record Review Worksheet template. As a block 
grant, CCDF devolves a great deal of flexibility to States to determine administrative rules and eligibility 
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requirements within broad Federal guidelines. Therefore, States are instructed to customize the Record 
Review Worksheet to incorporate State eligibility policies in effect at the time of the case record review. The 
template consists of four sections designed for review of the following areas: 

 Section I: State Child Care Program Forms – Review the presence and completeness of 
application/re-determination forms. 

 Section II: Priority Group Placement – Review if the child met the criteria of State-designated 
priority groups.  

 Section III: General Program Requirements – Review if the client met the State’s definition of 
parent, residency requirements, and if the client was working or attending a job training or 
educational program or other eligible activity. Review the child’s eligibility for a subsidy, the 
number of hours of care authorized, and if child care provider regulatory requirements were met. 

 Section IV: Income and Payments – Review if the household income met State requirements and if 
the computation of the amount authorized was accurate based on income and family size, the 
State's payment rate schedule, and the sliding fee schedule (parent co-pay requirement). 

For FY 2007, Cycle Year One States conducted case record reviews and calculated State-specific error 
measures for reporting to HHS.  The payment error rate, which is the improper authorizations for payment 
rate for purposes of CCDF, is estimated by applying the percentage of improper authorizations for 
payment derived from the sampled cases to the annual amount of authorizations for payment. HHS 
combines the State-reported payment authorization error rates to develop a weighted national improper 
authorizations for payment rate for the CCDF program.    

11.92 Child Care Corrective Action Plans.  

Fifty-two percent of the improper authorization for payment errors were due to missing or insufficient 
documentation. Major reasons for errors due to missing or insufficient documentation included: 
(1) inability to locate the case record, missing or incomplete application or recertification forms, missing 
pages or forms without signatures; and (2) insufficient documentation of relationship of family members, 
child’s age, parent’s work, school or training schedule, units of care and hours of service needed in the 
child care plan, provider registration for the review month, provider’s rate, documentation of earned and 
unearned income and deductions, and absence of a TANF referral form.  

Other reasons for improper authorization for payment errors included:  

 Parents training schedule ended but services continued,  
 Providers did not meet regulatory requirements because of an expired license exemption, 
 Number of hours authorized for care did not match allowable hours,  
 Category of care did not match age and/or status of child,  
 Income calculation errors,  
 Use of incorrect family size,  
 Duplicate authorizations to different providers, and  
 Miscalculation of parental co-pays. 

Cycle Year One States described a range of corrective actions they had taken or planned to take based on 
the findings of the case record review to reduce the amount of improper authorizations for payment. 
Strategies included training, more frequent case record reviews, improved monitoring or audits, increased 
awareness through review of results, and targeted corrective actions to managers. States reported action 
steps to hold staff accountable at both the agency and staff level. Agency accountability steps included 
performance improvement plans, decisions whether or not to contract with local agencies based on 
payment accuracy performance, and annual management reviews with corrective action plans if case 
reviews fail to meet targets.  
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HHS corrective actions for payment errors associated with missing and insufficient documentation include: 

 HHS will provide technical assistance to States to increase awareness of the problem and focus on staff 
training to improve knowledge of State policies, eligibility determination procedures, documentation 
requirements, and the quality of routine case reviews.  

 HHS will work with States to explore technology enhancements that can help to reduce errors 
associated with missing and/or insufficient documentation. 

HHS corrective actions for other types of payment errors include: 

 HHS developed the State Internal Control Self-Assessment Instrument as a promising tool for State 
agencies.  This tool provides a systematic method for reviewing and documenting the adequacy of a 
State’s internal control system, identifying internal control weaknesses, and providing documentation 
of findings and possible corrective actions. 

 HHS developed a voluntary survey in FY 2006 to obtain information from States about the design and 
scope of their CCDF systems used for administering the child care program and managing improper 
payments. Twenty-four States responded to this survey. These responses were summarized and made 
available on the HHS website www.acf.hhs.gov/programs/ccb. HHS has utilized responses to this 
survey to promote sharing of best practices among States. 

 HHS revised the CCDF Plan Pre-Print to require States to submit information on strategies 
implemented to prevent, measure, identify, reduce and/or collect improper payments. This 
information is made publicly available and summarized in the CCDF biennial report of State Plans.  

 HHS has been working with State Child Care Administrators to promote participation in the Public 
Assistance Reporting Information System (PARIS) program which is a data matching process that can 
help States identify duplicate receipt of benefits and reduce fraud and improper payments.  

11.93 Child Care Program Improper Payment Recovery.  

For FY 2007, the actual CCDF improper authorizations for payment identified in the sample review by 
Cycle Year One States in FY 2007 was $175,610. As stated earlier, the CCDF methodology distinguishes 
between authorizations for payment and actual payments made to providers. Therefore, the amount of 
improper authorizations for payment identified by Cycle Year One States during the review process does 
not represent actual improper payments. In general, the amount of payments is lower, computed to be on 
average about 15% lower. Any actual improper payments related to a specific case that was included in the 
sample during the case review process will be recovered from States by HHS through the disallowance 
process as set forth at 45 CFR 98.86 of CCDF regulations. 

States also may take their own action to pursue recovery from the appropriate party (e.g., client or child 
care provider), however pursuant to CCDF regulations at 45 CFR 98.60(i), States are only required to 
recover child care payments that are the result of fraud. States have discretion as to whether to recover 
misspent funds that were not the result of fraud, such as in cases of administrative error. Improperly spent 
funds are subject to disallowance by HHS regardless of whether the State pursues recovery. In the event 
that improper payments identified through the case review process are recovered, 45 CFR 98.60(g) 
provides that such payments shall 1) if received by the Lead Agency during the applicable obligation 
period be used for activities specified in the Lead Agency’s approved plan and must be obligated by the 
end of the obligation period or 2) if received after the end of the applicable obligation period, be returned 
to the Treasury.  
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11.94 Child Care Program Information Systems and Other Infrastructure.  

Since Child Care payments occur at the State level, information systems and other infrastructure needed to 
reduce CCDF improper payments would need to be implemented at the State level.  State investments in 
information systems for administering the CCDF program varies widely and there are large disparities in 
the capacity and capabilities of State systems.  

While the majority of Cycle Year One States have statewide automated systems and the necessary 
infrastructure to meet targets to reduce improper authorizations in their next reporting cycle, States 
reported a variety of areas in which improvements to information systems are still needed: 

 Integrating systems to enhance the application for child care benefits and to build the child care 
authorization spreadsheet into the application system.  

 Incorporating alerts into the child care application system to remind eligibility workers to check 
completeness and accuracy of case files. 

 Enhancing child care information systems to include capacity for automated calculation of 
authorization amounts given family income, hours of care needed, provider payment rate and co-pay 
requirements.  

11.95 Child Care Program Statutory or Regulatory Barriers.  

No statutory or regulatory barriers that could limit corrective actions have been identified at this time.  
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Net Cost of HHS Top 20 Programs 
For the Years Ended September 30, 2008 and 2007 

(Dollars in Millions) 

HHS Net Cost ($) Rank by ($) 

HHS Program FY 2008 FY 2007 FY 2008 FY 2007 Budget Function 

HHS Component 
Responsible for 

Program 

Medicare $395,055 $367,551 1 1  Medicare  CMS  

Medicaid 201,094 187,940 2 2  Health  CMS 

Research 29,477 28,250 3 3  Health  NIH  

Temporary Assistance to 
Needy Families 

18,147 17,044 4 4  Education, Training & 
Social Services  /  Income 
Security  

ACF  

Child Welfare 7,667 7,609 5 5  Education, Training & 
Social Services  /  Income 
Security  

ACF 

Head Start 6,968 6,922 6 6  Education, Training & 
Social Services  /  Income 
Security  

ACF 

SCHIP 6,978 6,010 7 7  Health  CMS  

Child Care 5,045 5,145 8 8  Education, Training & 
Social Services  /  Income 
Security  

ACF  

Infectious Diseases 4,692 4,466 9 9  Health  CDC  

Child Support Enforcement 4,204 4,262 10 10  Education, Training & 
Social Services  /  Income 
Security  

ACF  

Low-Income Home Energy 
Assistance 

2,666 2,473 11 11  Education, Training & 
Social Services  /  Income 
Security  

ACF  

HIV/AIDS Programs 2,229 2,142 12 12  Health  HRSA  

Primary Care 2,139 1,948 13 14  Health  HRSA  

Clinical Services 1,828 1,676 14 15  Health  I H S 

Social Services Block Grant 1,823 1,963 15 13  Education, Training & 
Social Services  

ACF  

Substance Abuse 
Prevention & Treatment 
Block Grant 

1,718 1,654 16 16  Health  SAMHSA  

Public Health and Social 
Services 

1,484 1,297 17 17  Health  OS  

Community Based Services 1,291 1,250 18 18  Education, Training & 
Social Services  

AOA  

Terrorism 1,150 849 19 22  Health  CDC  

Health Promotion 947 1,007 20 20  Health  CDC  

Total, Top 20 Programs $696,602 651,458     

All Other HHS Programs  12,544 13,141   Various Functions Various Components 

Total Net Costs $709,146 $664,599       
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CONSOLIDATING BALANCE SHEET BY BUDGET FUNCTION 
As of September 30, 2008 

(In Millions) 

  

 Education, 
Training & 

Social 
Services   Health   Medicare  

 Income 
Security  

 Agency 
Combined 

Totals  
 Intra-HHS 

Eliminations  

 HHS 
Consolidated 

Totals  

Assets (Note 2)            

Intragovernmental             

Fund Balance with Treasury (Note 3) $ 7,006 $ 90,993 $ 12,443 $ 13,838 $ 124,280 $           - $ 124,280 

Investments, Net (Note 5) - 2,932 382,465 - 385,397 - 385,397 

Accounts Receivable, Net (Note 6) 5 1,095 48,571 7 49,678 (48,798) 880 

Other (Note 9) - 379 17 - 396 (304) 92 

Total Intragovernmental $ 7,011 $ 95,399 $ 443,496 $ 13,845 $ 559,751 $ (49,102) $ 510,649 

              

Accounts Receivable, Net (Note 6) 2 2,526 4,891 - 7,419 - 7,419 

Cash and Other Monetary Assets (Note 4) - - 354 - 354 - 354 

Inventory and Related Property, Net (Note 7) - 4,603 - - 4,603 - 4,603 

General Property, Plant & Equipment, Net (Note 8) - 4,618 393 - 5,011 - 5,011 

Other (Note 9) - 515 720 - 1,235 - 1,235 

Total Assets $ 7,013 $ 107,661 $ 449,854 $13,845 $ 578,373 $(49,102) $529,271 

 Stewardship PP&E (Note 1)              

Liabilities (Note 10)             

Intragovernmental              

Accounts Payable   $ 23  $ 135  $ 48,711  $    -  $ 48,869   $ (48,463)  $    406  

Accrued Payroll and Benefits    1   99 6   -   106   (1)   105 

Other (Note 14) 19  1,069  593 14  1,695   (638) 1,057 

Total Intragovernmental  $  43  $ 1,303 $ 49,310  $  14 $50,670 $ (49,102)  $1,568  

Accounts Payable 19  614  -  - 633  - 633 

Entitlement Benefits Due and Payable (Note 11)  -  20,909 44,942  -  65,851   -  65,851  

Accrued Grant Liability (Note 13)   700 2,247   -   931   3,878   - 3,878 

Federal Employee and Veterans Benefits (Note 12)   5   8,726   11   -   8,742    -   8,742 

Contingencies (Note 19) - 3,782 - - 3,782 - 3,782 

Accrued Payroll and Benefits   14  718  52   -  784  -  784 

Other (Note 14)   12 688   632   24 1,356  - 1,356 

Total Liabilities  $ 793  $ 38,987  $ 94,947  $ 969  $  135,696  $ (49,102)   $ 86,594 

Net Position             

Unexpended Appropriations - earmarked funds   -   (95) 12,267  -   12,172    -   12,172  

Unexpended Appropriations - other funds   6,245   62,220   -  12,885   81,350    -    81,350  

Unexpended Appropriations, Total   6,245    62,125   12,267 12,885   93,522    -    93,522  

Cumulative Results of Operations - earmarked 
funds   -   3,647   342,640  -    346,287   -  346,287 

Cumulative Results of Operations - other funds   (25) 2,902   -  (9)   2,868    -    2,868  

Cumulative Results of Operations, Total  (25) 6,549 342,640  (9) 349,155  - 349,155 

Total Net Position  $ 6,220  $ 68,674  $ 354,907  $ 12,876  $ 442,677  $            -  $ 442,677 

Total Liabilities and Net Position  $ 7,013  $ 107,661  $ 449,854  $ 13,845  $ 578,373   $ (49,102)  $ 529,271  



FY 2008 AGENCY FINANCIAL REPORT 

CONSOLIDATING BALANCE SHEET BY OPERATING DIVISION 
As of September 30, 2008 

(In Millions) 

  ACF AoA AHRQ CDC CMS FDA HRSA IHS NIH OS PSC SAMHSA 

Agency 
Consolidated 

Totals 
Intra-HHS 

Eliminations  

HHS 
Consolidated 

Totals 

Assets (Note 2)                             

 Intragovernmental                             

Fund Balance with Treasury (Note 3)  $20,280  $ 564 $ 22 $ 6,438 $ 48,012 $ 1,450 $ 5,254 $ 1,832  $ 31,068  $ 6,559 $   77 $ 2,724 $ 124,280  $       -  $ 124,280  

Investments, Net (Note 5)  -  -   -  -   382,465  -  2,894  -   38  -  -   -   385,397  -   385,397  

Accounts Receivable, Net (Note 6)  11  1  31  94  511  2  25  63  25  186  365  36  1,350  (470) 880 

Other (Note 9) - -  - 2 17 -  -  - - 1 1 72 93 (1) 92 

 Total Intragovernmental  20,291 565  53  6,534  431,005  1,452  8,173  1,895 31,131 6,746  443  2,832 511,120  (471) 510,649 

 Accounts Receivable, Net (Note 6) - 2  1  19  7,191  64  16 105  7  9  5  -  7,419  -  7,419 

 Cash and Other Monetary Assets (Note 4) -  -  -  -  354  -   -   -   -   -  -   -   354 -   354 

 Inventory and Related Property, Net (Note 7) -  -  -  938  -  1  -   123   10  3,526  5  -   4,603  -   4,603 

 General Property, Plant & Equipment, Net (Note 8)    - -  1  1,207  428  306  -  884  2,081  101  3  -   5,011  -  5,011 

 Other (Note 9)  -  -  -  2  840  (4)  394  2   1  -  -   -   1,235  -  1,235 

Total Assets  $ 20,291  $ 567  $ 55  $ 8,700 $439,818  $ 1,819  $ 8,583  $ 3,009  $ 33,230 $ 10,382  $ 456  $ 2,832 $ 529,742  $ (471)  $ 529,271 

Stewardship PP&E (Note 1)                             

Liabilities (Note 10)                             

Intragovernmental                              

Accounts Payable  $ 23  $      -   $     -  $    1  $    438  $      1  $   13  $     1  $         7  $    57 $        0  $       -  $      541   $ (135)   $      406  

Accrued Payroll and Benefits    1   -    -   16   6   15   5   22   30   7   1   3   106   (1)    105 

Other (Note 14) 33  -   34  77  627  10  48  241  63  67  1  191 1,392 (335) 1,057 

Total Intragovernmental  $ 57  $      -   $  34  $  94  $ 1,071  $    26  $   66  $  264  $     100  $  131  $        2  $ 194  $   2,039  $ (471)  $   1,568  

Accounts Payable  19  -  4  1 -  - (4)  7  578  5  17 6 633  -  633 

Entitlement Benefits Due and Payable (Note 11)   -   -  -  -  65,851  -   -   -   -   -  -   -  65,851  -  65,851 

Accrued Grant Liability (Note 13)  1,531   100   7   214   -   -    406   17   1,538   18   -    47   3,878   -  3,878 

Federal Employee and Veterans Benefits (Note 12) 5   -   1   39    12   25   23   79   60   19   8,465   14   8,742   -    8,742 

Contingent Liabilities (Note 19) - - - - 3,513 - 269 - - - - - 3,782  3,782 

Accrued Payroll and Benefits  13  1  3  122  58  90  10  94  348  28  13  4  784  -   784 

Other (Note 14)   35   1   8   57 647   9 90   317   42   86   50   14 1,356   - 1,356 

Total Liabilities $ 1,660  $  102  $  57  $ 527   $  71,152  $  150  $ 860  $  778   $  2,666  $  287  $ 8,547  $  279  $  87,065  $  (471)  $  86,594 

Net Position                             

Unexpended Appropriations - earmarked funds  -   -   -  -   12,267  (98)  -  3   -   -  -   -   12,172  -   12,172 

Unexpended Appropriations - other funds 18,664  466  1  6,198 13,258  (559)  4,346  1,787  28,158  6,505  20  2,506 81,350  -  81,350 

Unexpended Appropriations, Total  18,664  466  1  6,198 25,525  (657)  4,346  1,790  28,158  6,505  20  2,506 93,522  -  93,522 

Cumulative Results of Operations - earmarked 
funds  -   -   2  25 342,640  696  2,642  2  280  -  -   -  346,287  -  346,287 

Cumulative Results of Operations - other funds  (33)  (1)  (5)  1,950  501  1,630 735  439   2,126 3,590 (8,111)  47 2,868  -  2,868 

Cumulative Results of Operations, Total  (33)  (1)  (3)  1,975 343,141  2,326 3,377 441 2,406 3,590  (8,111)  47 349,155  -  349,155 

Total Net Position  $ 18,631  $ 465  $  (2)  $ 8,173 $ 368,666  $ 1,669  $ 7,723  $ 2,231  $ 30,564  $ 10,095 
    

$(8,091)  $ 2,553  $ 442,677  $      -   $  442,677 

Total Liabilities and Net Position  $ 20,291 $ 567 $ 55 $ 8,700 $ 439,818 $ 1,819 $ 8,583 $ 3,009 $ 33,230 $ 10,382 $    456 $ 2,832 $ 529,742  $ (471) $ 529,271 
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SUPPLEMENTAL STATEMENT OF NET COST 
For the Years Ended September 30, 2008 and 2007 

(In Millions) 

 

 2008 

 Agency Inter-Agency Eliminations HHS 

 Consolidated  Earned/Exchange Consolidated 

Responsibility Segments Totals Costs (-) Revenues (+) 1 Totals 

ACF $ 48,544 $ (21) 51 $48,574 

AoA 1,398 (6) 3 1,395 

AHRQ 5 (394) 11 (378) 

CDC 8,487 (342) 164 8,309 

CMS 603,557 (2) 284 603,839 

FDA 1,210 (35) 104 1,279 

HRSA 7,003 (33) 174 7,144 

IHS 3,532 (24) 54 3,562 

NIH 29,477 (127) 892 30,242 

OS 2,149 (401) 183 1,931 

PSC 775 (471) 19 323 

SAMHSA 3,102 (213) 37 2,926 

Net Cost of Operations $ 709,239 $ (2,069) $ 1,976 $ 709,146 

 2007 

ACF $ 47,330 $ (10) $ 45 $ 47,365 

AoA 1,372 (4) 3 1,371 

AHRQ 6 (204) 13 (185) 

CDC 7,899 (305) 117 7,711 

CMS 561,938 (7) 176 562,107 

FDA 1,461 (33) 95 1,523 

HRSA 6,823 (66) 129 6,886 

IHS 3,303 (31) 62 3,334 

NIH 28,250 (124) 681 28,807 

OS 1,853 (260) 174 1,767 

PSC 1,204 (389) 24 839 

SAMHSA 3,156 (120) 38 3,074 

Net Cost of Operations $ 664,595 $ (1,553) $ 1,557 $ 664,599 
1Eliminations for non-exchange revenue are reported in the Statement of Changes in Net Position
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CONSOLIDATING STATEMENT OF NET COST BY BUDGET FUNCTION 
For the Year Ended September 30, 2008 

(In Millions)  

                  

  

  
Intra-HHS 

Eliminations 

Responsibility 
Segments: 

Education, 
Training, & 

Social 
Services Health Medicare 

Income 
Security 

Agency 
Combined 

Totals Cost (-) Revenue 

HHS 
Consolidated 

Totals 

                  

ACF $ 11,263 $ - $ - $ 37,281 $ 48,544 $ (21) $ 51 $ 48,574 

AoA 1,398 - - - 1,398 (6) 3 1,395 

AHRQ - 5 - - 5 (394) 11 (378) 

CDC - 8,487 - - 8,487 (342) 164 8,309 

CMS - 208,502 395,055 - 603,557 (2) 284 603,839 

FDA - 1,210 - - 1,210 (35) 104 1,279 

HRSA - 7,003 - - 7,003 (33) 174 7,144 

IHS - 3,532 - - 3,532 (24) 54 3,562 

NIH - 29,477 - - 29,477 (127) 892 30,242 

OS - 2,149 - - 2,149 (401) 183 1,931 

PSC - 775 - - 775 (471) 19 323 

SAMHSA - 3,102 - - 3,102 (213) 37 2,926 

          

Net Cost of 
Operations $ 12,661 $ 264,242 $ 395,055 $ 37,281 $ 709,239 $ (2,069) $ 1,976 $ 709,146 
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GROSS COST AND EXCHANGE REVENUE 
For the Year Ended September 30, 2008 

(In Millions) 
                    

Intragovernmental With the Public 

Gross Cost Less: Exchange Revenue 
Responsibility 

Segments Combined Eliminations Consolidated Combined Eliminations Consolidated 
Gross 
Cost 

Less: 
Exchange 
Revenue 

HHS 
Consolidated 
Net Cost of 
Operations 

ACF $ 180 $ (37) $ 143 $ 37 $ (67) $ (30) $48,402 $ 1 $ 48,574 

AoA 10 (6) 4 5 (3) 2 1,394 1 1,395 

AHRQ 35 (394) (359) 330 (11) 319 300 - (378) 

CDC 875 (342) 533 476 (164) 312 8,110 22 8,309 

CMS 829 (2) 827 8 (284) (276) 657,083 54,347 603,839 

FDA 593 (35) 558 41 (104) (63) 1,569 911 1,279 

HRSA 371 (37) 334 62 (178) (116) 6,719 25 7,144 

IHS  454 (24) 430 27 (54) (27) 3,985 880 3,562 

NIH 4,390 (2,903) 1,487 3,078 (3,668) (590) 28,289 124 30,242 

OS 629 (444) 185 521 (226) 295 2,049 8 1,931 

PSC 112 (471) (359) 771 (19) 752 1,445 11 323 

SAMHSA 51 (216) (165) 272 (40) 232 3,328 5 2,926 

Totals $ 8,529 $ (4,911) $ 3,618 $ 5,628  $ (4,818) $ 810 $ 762,673  $ 56,335 $709,146 
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MANAGEMENT REPORT ON FINAL ACTION 
October 1, 2007 – September 30, 2008 
 
Background  

The Inspector General Act Amendments of 1988 (P.L. 100-504) require Departments and Agencies to report to 
Congress on the actions they have taken and the amount of funds recovered or saved in response to the 
Office of Inspector General’s (OIG) audit recommendations. This annual management report provides the 
status of OIG A-133 audit reports in the Department and summarizes the results of actions taken to 
implement OIG audit recommendations during the reporting period.  As part of the U.S. Chief Financial 
Officer Council’s Streamlining Effort of FY 1996, the Management Report on Final Action has been 
incorporated in the Agency Financial Report.   

 

Status of Audits in the Department 

In general, HHS Agencies follow up on OIG recommendations effectively and within regulatory time 
limits. The HHS Agencies usually reach a management decision within the 6-month period that is 
prescribed by P.L. 100-504 and OMB Circular A-50, Audit Follow-up.  For the most part, they also complete 
their final actions on OIG reports, including collecting disallowed costs and carrying out corrective action 
plans, within a reasonable amount of time. However, the Department continues to monitor this area to 
improve procedures and ensure compliance with corrective action plans. 

 
Departmental Conflict Resolution The HHS Process 

Four Key Elements to the HHS Audit Resolution and 
Follow-up Process 

 The HHS Agencies have a lead responsibility for 
implementation and follow-up on OIG and 
independent auditor recommendations; 

 The Assistant Secretary for Resources and Technology 
establishes policy and monitors HHS Agencies’ 
compliance with audit follow-up requirements; 

 The audit resolution process includes the ability to 
appeal disallowances administratively under such 
programs as Head Start, Foster Care and Medicaid 
pursuant to the Departmental Grant Appeals Board’s 
regulations in 45 C.F.R. Part 16; and 

 If necessary, the Conflict Resolution Council resolves 
conflicts between the HHS Agencies and the OIG.    

In the event that HHS agencies and OIG 
staff cannot resolve differences on 
specific report recommendations, a 
conflict resolution mechanism is 
available.  During FY 2008, there were no 
disagreements requiring the convening 
of the Conflict Resolution Council.  

 

Final Action Tables and Departmental 
Findings 

Table I – Management Action on Costs 
Disallowed in OIG Reports.  Disallowed 
costs are those costs that are challenged 
by HHS because a grantee has violated a 
law, regulation or grant term or 
condition.   

 

 In FY 2008, HHS initiated recovery action, through collection, offset or other means, on 
307 cases for a total of $1,311,333,000.   

 

 In FY 2008, HHS completed recovery action, through collection, offset or other means, on 
323 cases for a total of $769,340,000.  
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 As of September 30, 2008, HHS reports 202 outstanding balances over one year old totaling 
$2,256,371,000.  Ninety-nine percent of these account receivable balances are currently being 
pursued for collection.  The account receivables balances are owed by State and local 
governments (95), hospital and medical related organizations (36), nonprofit organizations 
(33), Indian tribes (31), and educational institutions (7).  A detailed list of reports over one year 
old with outstanding balances to be collected can be found at 
www.hhs.gov/of/organization/oarcp/outstandingbalances2008.html  

 
 

TABLE I 

Management Action on Costs Disallowed in OIG Reports 

As of September 30, 2008 

(in thousands) 

 Number Disallowed Costs 

A) Reports for which final action had not been taken by the commencement of the 
reporting period.  See Note 1. 328 $2,515,423 

B) Reports on which management decisions were made during the reporting 
period.  See Note 2. 307 $1,311,333 

Subtotal (A+B) 635 $3,826,756 

C) Reports for which final action was taken during the reporting period: 

(i) The dollar value of disallowed costs were recovered through collection, 
offset, property in lieu of cash, or otherwise. 

(ii) The dollar value of disallowed costs that were written off by management.  

 
 

323 
 

14 

 
 

$769,340 
 

$7,359 

Subtotal (i+ii) 337 $776,699 

Reports for which no final action has been taken by the end of the reporting period.  
See Note 3.  298 $3,050,057 

 

Notes: 

1. Includes adjustments of amended disallowance and disallowance excluded from the previous reporting 
period. 

2. Represents the amount of management concurrence with the OIG’s recommendations.  For this fiscal year, the 
OIG’s reconciliation with the HHS Agencies showed a variance that represents the two organizations having 
different cut-off dates.   

3. In addition to current unresolved cases, this figure includes audits over 1 year old with outstanding balances 
totaling $2,256,371,000 (e.g., audits under current collection schedule or audit under administrative or judicial 
appeal). 

 

 

Table II – Management Action on OIG Reports with Recommendations that Funds Be Put to Better Use.  
Funds to be put to better use relates to those costs associated with cost avoidances, budget savings, etc. 

 

 In FY 2008, HHS initiated action on $115,960,000 in OIG recommendations to put funds to 
better use. 
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 In FY 2008, HHS completed action on $67,453,000 in OIG recommendations to put funds to 
better use 

 

 

TABLE II 

Management Action on OIG Reports 

with Recommendations That Funds Be Put to Better Use 

As of September 30, 2008 

(in thousands) 

 Number Disallowed 
Costs 

A. Reports for which final action had not been taken by the commencement of the 
reporting period.  See Note 1. 

6 $290,185 

B. Reports on which management decisions were made during the reporting period.  20 $115,960 

Subtotal (A+B)   26 $406,145 

C. Reports for which final action was taken during the reporting period: 
i. The dollar value of recommendations that were actually completed based on 

management action or legislative action. 
ii.  The dollar value of recommendations that management has subsequently 

concluded should not or could not be implemented or completed.  

11 $67,453 

Subtotal (i+ii) 11 $67,453 

D. Reports for which no final action has been taken by the end of the reporting period.   15 $338,692 

Notes: 

1. Includes adjustments of amended disallowances and disallowances excluded from the previous reporting 
period. 
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Glossary 
GLOSSARY OF TERMS USED IN REPORT 

ACF Administration for Children and Families 

ADD Attention Deficit Disorder 

AHLA American Health Lawyers Association 

AHM American Healthcare Management 

AHRQ  Agency for Healthcare Research and Quality  

AIDS  Acquired Immunodeficiency Syndrome  

ADAP AIDS Drug Assistance Program 

AMP  Average Manufacturer Price  

ANDA Abbreviated New Drug Applications 

AoA  Administration on Aging  

ASAM Assistant Secretary for Management and Administration 

ASP  Average Sale Price  

ASPE Assistant Secretary for Planning and Evaluation 

ASPR Assistant Secretary for Preparedness and Response 

ATSDR  Agency for Toxic Substances and Disease Registry  

AWP  Average Wholesale Price  

BBA Balanced Budget Act of 1997 

BiMo Bioresearch Monitoring 

BMS Bristol-Myers Squibb Company 

CARE  Comprehensive AIDS Resources Emergency  

CCDF Child Care Development Fund 

CCF Compassion Capital Fund 

CDC  Centers for Disease Control and Prevention  

CEO Chief Executive Officer 

CERT  Comprehensive Error Rate Testing  

CFO Chief Financial Officer 

CFR  Code of Federal Regulations  

CIA  Corporate Integrity Agreement  

CMP  Civil Monetary Penalties  

CMS  Centers for Medicare & Medicaid Services  

CMSO Center for Medicaid and State Operations 

U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES | GLOSSARY- 1 



FY 2008 AGENCY FINANCIAL REPORT 

GLOSSARY -2 | U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES  

GLOSSARY OF TERMS USED IN REPORT 

COLA Cost of Living Adjustment 

CoP Conditions of Participation 

COTS Commercial-off-the-shelf 

CPI  Consumer Price Index  

CPIM  Consumer Price Index Medical  

CSRS  Civil Service Retirement System  

CWF Common Working Files 

CY  Calendar Year (or Current Year in IPIA Tables) 

DAEO  Designated Agency Ethics Officer  

DC  District of Columbia  

DECs Deputy Ethics Counselors 

DIR Direct or Indirect Remuneration 

DME Durable Medical Equipment 

DMEPOS Durable Medical Equipment, Prosthetics, Orthotics, and Supplies 

DMERC Durable Medical Equipment Regional Carrier 

DOJ  Department of Justice  

DOL  Department of Labor  

DRA Deficit Reduction Act  

DSH Disproportionate Share Hospital 

EBDP  Entitlement Benefits Due and Payable 

EHR Electronic Health Records 

ERRP Error Rate Reduction Plan 

e-Gov  Electronic Government  

EMTALA Emergency Medical Treatment  and Labor Act 

EPA  Environmental Protection Agency  

EQROs External Quality Review Organizations 

ESRD End Stage Renal Disease 

EY Ernst & Young 

FASAB  Federal Accounting Standards Advisory Board  

FBWT  Fund Balance with Treasury  

FCRA Federal Credit Reform Act 

FDA  Food and Drug Administration  
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FECA  Federal Employees’ Compensation Act  

FERS  Federal Employees Retirement System  

FFATA Federal Funding Accountability and Transparency Act 

FFMIA  Federal Financial Management Improvement Act of 1996  

FFS  Fee-for-Service  

FI  Fiscal Intermediary  

FICA  Federal Insurance Contribution Act  

FISMA  Federal Information Security Management Act of 2002  

FMFIA  Federal Managers’ Financial Integrity Act of 1982  

FUL  Federal Upper Limit  

FY  Fiscal Year  

GAAP  Generally Accepted Accounting Principles  

GAO  U.S. Government Accountability Office  

GDP  Gross Domestic Product  

GPRA  Government Performance and Results Act of 1993  

GSA  General Services Administration  

HEAL Health Education Assistance Loans 

HEW  Department of Health, Education and Welfare (now HHS)  

HHS  Department of Health and Human Services  

HI Hospital Insurance  

HIE Health Information Exchange 

HIGLAS  Healthcare Integrated General Ledger Accounting System  

HIPAA  Health Insurance Portability and Accountability Act of 1996  

HIT Health Information Technology 

HIV  Human Immunodeficiency Virus  

HPMP  Hospital Payment Monitoring Program  

HSPI BIMO Human Subject Protection/Bioresearch Monitoring 

HRSA  Health Resources and Services Administration  

IBNR  Incurred But Not Reported  

IDTFs Independent Diagnostic Testing Facilities 

IG  Inspector General  

IGT Intergovernmental Transfers 
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IHS  Indian Health Service  

IP  Improper Payment  

IPIA  Improper Payments Information Act  

IT  Information Technology  

J3 Jurisdiction 3 

LLP  Limited Liability Partnership  

LTC Long Term Care 

MA Medicare Advantage 

MACs Medicare Administrative Contractors 

MC  Managed Care  

MEDIC Medicare Drug Integrity Contractor 

MFCUs Medicare Fraud Control Units 

MIG Medicaid Integrity Group 

MIPPA Medicare Improvements for Patients and Providers Act 

MITA Medicaid Information Technology Architecture 

MK Non-Marketable Market Based 

MMA  Medicare Prescription Drug, Improvement and Modernization Act 0f 2003  

MPDB Medicare Prescription Drug Benefit 

MRI Magnetic Resonance Imaging 

MSIS Medicaid Statistical Information Systems 

N/A  Not Applicable  

NCH National Class History 

NCI National Cancer Institute 

NDC National Drug Code 

NHIN National Health Information Network 

NIH  National Institutes of Health  

NPI National Provider Identifiers 

NRS  National Reporting System  

OACT  Office of the Actuary  

OGD Office of Genetic Drugs 

OGE Office of Government Ethics 

OGM Office of Grants Management 
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OHRP Office of Human Research Protection 

OIG  Office of Inspector General  

OMB  Office of Management and Budget  

ONC Office of the National Coordinator (for Health Information Technology) 

OnePI One Program Integrity System Integrator 

OPD Orphan Products Development 

OPDIV  Operating Division  

OS  Office of the Secretary  

PAHPA Pandemic and All-Hazards Preparedness Act 

PAM  Payment Accuracy Measurement  

PAR  Performance and Accountability Report  

PARIS  Public Assistance Reporting Information System  

PART  Program Assessment Rating Tool  

PDP Prescription Drug Plan 

PERM  Medicaid Payment Error Rate Measurement  

PHIN  Public Health Information Network  

PHS  Public Health Service  

P.L.  Public Law  

PMA  President’s Management Agenda  

PMCs Postmarketing Study Commitments 

PMS  Payment Management System  

PNS Projects of National Significance 

PP&E  Property, Plant and Equipment  

PPS Prospective Payment System 

PRRB Provider Reimbursement Review Board 

PSC  Program Support Center  

PSCD Payment System Calculation Discrepancies 

PSOs Patient Safety Organizations 

PUR Period Under Review 

PY Prior Year 

QIO  Quality Improvement Organization  

R&D  Research and Development  
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RACs Recovery Audit Contractors 

RDS Retiree Drug Subsidy 

RRB Railroad Retirement Board 

RSI Required Supplementary Information 

RSSI  Required Supplementary Stewardship Information  

SAMHSA  Substance Abuse and Mental Health Services Administration  

SAS  Statement of Auditing Standards  

SBR  Statement of Budgetary Resources  

SCHIP  State Children’s Health Insurance Program  

SECA  Self-Employment Contribution Act of 1954  

SFFAS  Statement of Federal Accounting Standards  

SIU Special Investigations Unit 

SMI  Supplementary Medical Insurance  

SOSI Statement of Social Insurance 

SSA Social Security Administration 

STAFFDIV Staff Divisions 

TAGGS Tracking Accountability in Government Grants System 

TANF Temporary Assistance for Needy Families  

Treasury  Department of the Treasury  

TrOOP True Out-of-Pocket (cost) 

TROR  Treasury Report on Receivables  

UFMS  Unified Financial Management System  

UPL Upper Payment Limit 

US  United States  

VICP Vaccine Injury Compensation Program 

WAC  Wholesale Acquisition Cost  
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	 SECTION III:  OTHER ACCOMPANYING INFORMATION
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	SUMMARY OF FINANCIAL STATEMENT AUDIT AND MANAGEMENT ASSURANCES
	Improper Payments Information Act Report
	1.0 Overview
	2.0 Risk Assessments
	The statistical sampling process conducted to estimate the improper payment rate for each program identified in our program description section is discussed in the Program Specific Reporting section.  Eight of our programs that report error rates use a statistical contractor and one uses the HHS Office of Inspector General to ensure that all statistical methodologies, sampling, calculations, and validation are performed according to accepted statistical practices.  Unless otherwise stated in the Program Specific Reporting section, all programs also comply with IPIA guidance that requires that all estimates shall be based on the equivalent of a statistically valid random sample of sufficient size to yield an estimate with a 90 percent confidence interval of plus or minus 2.5 percentage points around the estimate of the percentage of erroneous payments.  
	4.0 Corrective Action Plans
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	6.0 Accountability in Reducing and Recovering Improper Payments
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	10.0 Improper Payment Reduction Outlook FY 2007 – 2011
	The chart on the next page shows our IPIA results for the current year (CY) 2008, the prior year (PY) 2007, along with targets for the years 2009-2011.  For each year we show, for each program, outlays for that fiscal year, an error rate or target (IP%),  and the dollars paid improperly (IP $).  

	11.0 Program-Specific Reporting Information
	Within this section we discuss each program’s methodology for complying with IPIA, the results and future plans.  For each program we discuss:

	11.10 Medicare Fee-For-Service Program- A Federal health insurance program for: people age 65 or older, people under age 65 with certain disabilities, and people of all ages with End-Stage Renal Disease.  
	11.11 Medicare Fee-For-Service Statistical Sampling Process.  
	11.12 Corrective Action Plans.  
	11.13 Medicare FFS Improper Payment Recovery.

	11.20 Medicare Advantage or Medicare Part C- A Medicare health insurance program that allows beneficiaries to receive their Medicare benefits through a private health plan.  
	11.30 Medicare Prescription Drug Benefit or Part D- A Federal prescription drug benefit program for Medicare beneficiaries.  
	11.34 Medicare Prescription Drug Benefit Information Systems and Other Infrastructure.
	11.40 Medicaid-  A joint Federal/State program, administered by the States that provides health insurance to certain low income individuals.
	11.50 SCHIP- A joint Federal/State program, administered by the States that provides health insurance for qualifying children.
	11.60 TANF- A joint Federal/State program, administered by the States that provides time-limited assistance to needy families with children to promote work, responsibility and self-sufficiency.  

	11.65 TANF Statutory or Regulatory Barriers. 
	11.70 Foster Care-  A joint Federal/state program, administered by the States for children who need placement outside their homes in a foster family home or a child care facility. 

	11.71 Foster Care Statistical Sampling Process.  
	11.73 Foster Care Improper Payment Recovery.
	11.74 Foster Care Information Systems and Other Infrastructure.  
	11.80 Head Start-  A Federal program that provides comprehensive developmental services for America’s low-income, preschool children ages three to five and their families. Head Start provides diverse services consistent with its goals for success in education, health, parent involvement and social services.  

	11.82 Head Start Corrective Action Plans.  
	11.83 Head Start Improper Payment Recovery. 
	11.90 Child Care- A Joint Federal/State program, administered by the States that provides child care financial assistance to low-income working families.  

	11.92 Child Care Corrective Action Plans. 
	11.93 Child Care Program Improper Payment Recovery. 
	11.94 Child Care Program Information Systems and Other Infrastructure. 
	11.95 Child Care Program Statutory or Regulatory Barriers. 

	Net Cost of HHS Top 20 Programs


