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EXECUTIVE SUMMARY

PURPOSE

To assess the appropriateness of retaining or eliminating the Indian Health Service (THS)
multi-year account now that all of the IHS hospital facilities have met the Health Care Financing
Administration (HCFA) requirements for participation in the Medicare and Medicaid Programs.

BACKGROUND

Current legislation requires that Medicare and Medicaid payments due to IHS hospitals be held
by the Secretary of DHHS in the Secretary’s special fund account and used by him exclusively
for making improvements in hospital facilities that are necessary to achieve compliance with
HCFA'’s conditions of participation. The legislation provided for the special fund account only
until such time that the Secretary certified that substantially all of the IHS facilities have met
these conditions and standards. IHS requires that payments due IHS hospital facilities be routed
by the Medicare Fiscal Intermediary and the Medicaid State Agencies through IHS Central
Office, which in turn “apportions” the funds to IHS area offices for distribution to the individual
IHS hospitals. :

FINDINGS

»  Substantially all of the IHS hospital facilities have met the HCFA conditions of
participation since 1981. In fact, at the time of our review, all of them met those
conditions.

»  The “Indian Health Care Improvement Act” continues to permit Medicare and Medicaid
monies to be deposited into the Secretary’s special fund account even though all of these
facilities have met the HCFA conditions of participation.

»  The Secretary’s special fund account for Medicare and Medicaid payments is vulnerable to
abuse.

RECOMMENDATIONS

»  The IHS should phase out the Secretary’s special fund account and expeditiously develop
methods and procedures by which all IHS hospitals can directly receive and account for
the use of Medicare and Medicaid funds.

»  The IHS should seek legislation to expand the demonstration program authorized by
Public Law 100-713 to a more representative sample of THS facilities and to modify the
restrictions imposed on the use of these funds.
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INTRODUCTION

PURPOSE

To assess the appropriateness of retaining or eliminating the Indian Health Service (THS)
facilities multi-year account now that substantially all of the IHS hospital facilities have met the
Health Care Financing Administration (HCFA) requirements for participation in the Medicare
and Medicaid programs.

BACKGROUND

On September 30, 1976, Public Law 94-437, “Indian Health Care Improvement Act” was
enacted by Congress. This law made an exception to Sections 1395f(c) and 1395n(d), which
prohibits payment of Medicare and Medicaid monies for treatment provided in Federally owned
hospital and skilled nursing facilities. The law requires Medicare contractors to deposit
Medicare and Medicaid funds, which are claimed by IHS facilities, into the Secretary’s special
fund account which is to be used to make improvements in its facilities. The funds deposited
during one fiscal year can be used during that year and during two succeeding years for expenses
related to achieving and maintaining HCFA'’s standards for provider participation. The law
further provides under subsection (c) that the restrictions imposed concerning the collection and
use of these funds would cease to apply once the Secretary determines and certifies that
substantially all of the IHS hospitals and skilled nursing facilities are in compliance with
requirements and conditions as specified under Title XVIII and XIX for Medicare and Medicaid
participation.

On January 4, 1975, Public Law 93-638, “Indian Self-Determination and Educational Assistance
Acr” was enacted by Congress. Congressional findings, as stated in Section 2(a)(1), are that “the
prolonged Federal domination of Indian service programs has served to retard rather than
enhance the progress of Indian people and their communities by depriving Indians of the full
opportunity to develop leadership skills crucial to the realization of self-government, and has
denied to the Indian people an effective voice in the planning and implementation of programs
for the benefit of Indians which are responsive to the true needs of the Indian communities.”

On November 23, 1988 Public Law 100-713, “Indian Health Care Amendments of 1988", was
enacted by Congress. This law authorized IHS hospitals to collect treatment charges from
private insurance companies. Further, this law authorized the establishment of a demonstration
program, beginning in October 1991 and ending September 30, 1995, in which four IHS hospital
facilities, operating under contract by Indian tribes or Alaska Native organizations, would
directly bill and receive reimbursement from Medicare, Medicaid and third party insurance
sources. The goal of this demonstration program is to determine if these IHS hospitals are
capable of billing, receiving and accounting for the use of these funds without

direct IHS Headquarter’s intervention, which is in accordance with the “Indian Self
Determination and Educational Assistance Act”, Public Law 93-638, reauthorized as Public Law



100-472. Upon conclusion of the program, the Secretary will report to Congress concerning
whether direct billing and reimbursement should be expanded to other IHS hospital facilities
which are operated under contract.

We have conducted discussions with officials of IHS, the Joint Commission on Accreditation of
Health Care Organizations (JCAHO), HCFA, and the Fiscal Intermediary for IHS Medicare
claims, Blue Cross of New Mexico, concerning the IHS hospitals’ certification status, the
deficiencies identified in these facilities and the routing of Medicare and Medicaid payments. In
addition, previous government reports addressing Medicare and Medicaid funding to IHS
hospital facilities were analyzed. We have also contacted Congressional staff to obtain the
legislative history of Public Law 94-437 and Public Law 100-713.



FINDINGS

Substantially all of the IHS hospital facilities have met the HCFA conditions of participation
since 1981. In fact, at the time of our review, all of them met those conditions.

The General Accounting Office issued a letter report, number B-211198, Subject:
“Medicare/Medicaid Funds Can Be Better Used To Correct Deficiencies in Indian Health
Service Facilities” (GAO HRD-83-22), dated August 16, 1983. In this document, the GAO
advised the Secretary, that as of September 30, 1981, all of the IHS facilities met the Medicare
and Medicaid standards, and that the Medicare and Medicaid funds were now being used to
correct staffing deficiencies and to fund maintenance of the hospital facilities and equipment.

The IHS records establish that the majority of the IHS hospitals were certified for Medicare and
Medicaid participation in 1977, and that the last IHS hospital was certified for Medicare and
Medicaid participation in December 1983. All but two of the IHS hospitals are accredited by the
JCAHO. The remaining two facilities are certified by the HCFA. It should be noted that IHS
does not operate any skilled or intermediate care nursing facilities.

The “Indian Health Care Improvement Act” continues to permit Medicare and Medicaid
monies to be deposited into the Secretary’s special fund account even though all of these
facilities have met the HCFA conditions for participation.

Title 42 U.S.C. 1395qq(a) is an exception to the prohibitions contained in Sections 42 U.S.C.
1395f(c), and 1395n(d), which prohibited the issuance of Medicare and Medicaid payments to
Federal facilities. Subsection (c) of this Title directed that Medicare and Medicaid payments be
placed in a special fund and used for the exclusive purpose of making any improvements as may
be needed to achieve compliance with the applicable Medicare and Medicaid conditions and
requirements. This section of the law is operative only until such time that substantially all of
the THS facilities have met these conditions and standards. Once the Secretary determines and
certifies that the THS facilities have met these conditions and requirements, the facilities would
then be eligible to receive payments directly from the Medicare and Medicaid programs. These
funds would then be available for payment of operating expenses.

However, even though all the IHS facilities meet Medicare conditions and standards, the
Secretary has not officially determined and certified that this is the case. As a result, the
Medicare and Medicaid funds continue to be deposited into the Secretary’s special fund account
instead of being sent directly to the IHS hospitals which provided the care and billed the
Medicare and Medicaid programs.

The THS records establish that in Fiscal Year 1989, the Medicare program issued payments for
treatments at IHS hospitals totalling $35,103,789 and Medicaid payments were made which
totalled $39,716,363. The total Medicare and Medicaid reimbursement was $74,820,152.



The Secretary’s special fund account for Medicare and Medicaid payments is vulnerable to
abuse.

The Secretary’s special fund account is vulnerable to abuse due to the legislative provision that
allows the funds to be used over the course of three fiscal years. Evidence of the vulnerability of
this fund to abuse was recently uncovered by our office. In one Area Office, we found that in
excess of $2 million of funds appropriated for Indian youth alcoholism programs under Public
Law 99-570 were apparently diverted to the Medicare and Medicaid facilities fund for the
purpose of carrying over unspent program funds into the next fiscal year. Without this diversion,
these funds would have reverted to the Treasury. We have referred this situation to our Office of
Audit Services for further review.



RECOMMENDATIONS

The IHS should phase out the Secretary’s special fund account and expeditiously develop
methods and procedures by which all IHS hospitals can directly receive and account for the
use of Medicare and Medicaid funds. This can be accomplished by:

1. The Assistant Secretary for Health developing and implementing appropriate accounting
systems at all hospitals to bill, receive and account for the expenditure of Medicare and
Medicaid funds.

IHS should initiate action to develop appropriate accounting systems for use by all IHS
hospitals. In addition, the IHS should establish appropriate audit controls and oversight to
assure that the monies received and expended by the individual hospitals are utilized in ac-
cordance with legal requirements.

For those facilities, which are so small that it is not economically feasible to have account-
ing staff on site to implement this recommendation, an alternative would be to establish
the responsibility for accounting and expenditure control at the area office rather than at
the hospital facility.

2. The HCFA Administrator, in cooperation with the Assistant Secretary for Health, preparing
documents for the Secretary to officially determine and certify that substantially all of the
IHS hospital facilities are in compliance with the HCFA conditions for participation in the
Medicare and Medicaid programs.

This determination and certification will remove the restrictions on the direct payment and
use of Medicare and Medicaid monies by IHS hospital facilities, as contained in Title 42
U.S.C. Section 1395qq(c). With the restrictions removed, individual IHS hospitals could
be placed into direct payment when IHS has notified HCFA that appropriate accounting
systems and audit controls are in place.

3.  The Assistant Secretary for Health, in cooperation with the Assistant Secretary for Manage-
ment and Budget, eliminating the Secretary’s special fund account into which Medicare
and Medicaid payments are now deposited. The account could be phased out over several
years. As each hospital or area office developed acceptable financial management
capabilities, it could directly receive and use for operating expenses those Medicare and
Medicaid payments which it collected. However, Medicare and Medicaid funds collected
by those hospitals or area offices not yet capable of managing them could be deposited
into the Secretary’s special fund account to be managed as currently done by IHS. Ul-
timately all hospitals or area offices would manage their own Medicare and Medicaid
funds and the multi year account would be eliminated entirely.



4.  Ineliminating the Secretary’s Special fund account, the carrying-over of funds would be
governed by standard GAO financial management principles, which depend on “purpose
of use” and carryover procedures (e.g. capital funds can be carried over).

We recommend accomplishing the above four steps within five years.

We believe that the IHS should expeditiously begin implementing the preceding
recommendation. However, if this is not possible:

IHS should seek legislation to expand the demonstration program authorized by Public Law
100-713 to a more representative sample of IHS facilities and to modify the restrictions
imposed on the use of these funds.

The demonstration program authorized by Public Law 100-713 authorized no more than four
IHS facilities to receive direct Medicare and Medicaid reimbursement and to utilize these funds
for facility improvements in order to meet and maintain HCFA’s conditions for participation.
This demonstration program could be expanded to include facilities of various bed sizes and to
determine the type of accounting system and audit controls that are best suited for use in smaller
and larger facilities.

The demonstration project could be expanded to include IHS facilities that participate in either
the Medicare and/or the Medicaid program. Further, the demonstration program shouid be
modified to allow the use of Medicare and Medicaid funds for facility operating expenses other
than those related to maintaining HCFA'’s conditions for participation. This would be in line with
payments made to other federally supported providers such as community health centers and
migrant health centers.



DISCUSSION

The proposal:

»  is consistent with the goals of the Indian Self Determination and Educational
Assistance Act;

»  would provide an incentive for IHS hospital facilities to aggressively pursue
collection of Medicare, Medicaid, and third party payments since they would be
allowed to retain and use these funds;

»  would eliminate an accounting structure which is vulnerable to abuse; and,

>  would promote the development of financial management systems and expertise
necessary for IHS hospitals to achieve greater management effectiveness.

The proposal would allow funds now being exclusively targeted to maintain Medicare and
Medicaid certification requirements to be used for operating expenses. This would not
jeopardize the certification of the hospitals, since the Service Unit Director would be responsible
for ensuring that within annual funds available, including reimbursements, maintaining Medicare
and Medicaid program accreditation would be his or her first priority. Funds needed for this
purpose would be requested through the normal appropriations process and would be subject to
the usual oversight of the Departmental, OMB, and congressional budget processes. This would
likely result in greater accountability and promote more effective certification programs.

Overall, we believe that the Secretary’s special fund for receipt of Medicare and Medicaid
payments has served its original purpose of bringing IHS facilities up to Medicare certification
standards. Now IHS is faced with new challenges in it’s hospital program. Among them are:

the effective collection of third party payments (including both private insurance and Medicare
and Medicaid payments); the development of effective financial management and accounting
systems in the hospitals and area offices; and promoting self determination of Indian tribes. The
financial management structure established for past years’ problems is inappropriate to tackle the
new ones.



COMMENTS

We received comments to the draft of this report from the Assistant Secretary for Management
and Budget (ASMB), the Assistant Secretary for Health (ASH), and the Administrator for the
Health Care Financing Administration (HCFA). Based on these comments, we have made
appropriate changes to this report. These comments are included in Appendices A-C of this
report.

The ASMB supported the OIG findings, but recommended that we expand our description of the
proposal (page 6) to clarify that our proposal would allow funds now being exclusively targeted
to maintain Medicare and Medicaid certification requirements to be used for other operating
expenses. They also suggested we clarify that the Service Unit Director of the facility would
continue to be responsible for assuring that the IHS facility met and maintained Medicare and
Medicaid program accreditation.

We agree with their comments and have incorporated this language in the report.

The HCFA fully supports the OIG recommendations of this report, but noted that they would
need additional funding to cover the costs associated with the certification, audit and other
administrative costs for HCFA and Medicare contractors to perform needed reviews of IHS
hospital facilities.

The PHS did not concur with the OIG recommendations.

PHS believes that the present system, in which Medicare and Medicaid funds are returned to the
Areas that provided the services and are earmarked only to eliminate deficiencies in each health
care facility, has worked well and they see no clinical or administrative advantage to changing
the system. They estimate that implementation of our recommendations would require at least
10 additional employees at each hospital to perform financial and certification functions.

The PHS also believes that the recommendations would create accounting difficulties. They cite
that the process of billing and collection is continuous. Collections received late in the fiscal
year, if not expended, would revert to Treasury and would not be available to meet payroll costs
for those staff funded by this activity. Since this is a cash account, adequate funds must be
carried forward into the next fiscal year to meet payroll costs for at least three pay periods.

The PHS also did not concur with our recommendation to expand demonstration programs.
They point out that the demonstration program was designed for the express purpose of allowing
tribally contracted programs to directly bill and receive payments. These tribal contract
programs have accounting systems and other fiscal controls in place. On the other hand, IHS
facilities (operated by the Service Units) do not have separate accounting functions and cannot
meet Treasury and GAO requirements. PHS believes it would be counterproductive and not cost
effective to install these accounting functions and fiscal controls at local IHS-operated hospitals
and facilities.



OIG RESPONSE TO PHS COMMENTS

We continue to support our recommendations.

The current system which permits normal appropriations to IHS and provides for a Secretary’s
special fund account breeds artificial distinctions which impair the implementation of sound
accounting, recordkeeping and management practices.

Restrictions that are imposed on the use of the Secretary’s special fund account hampers the
ability of PHS to plan and manage its programs. These restrictions make it difficult for PHS to
utilize these funds to respond to shortfalls in IHS health programs. For example at the FY 1990
Select Committee on Indian Affairs Budget Hearing, the Director of the Indian Health Service
testified that the IHS projected a shortfall for the IHS in FY 1989. Based on this testimony,
Congress provided $14 million above the President’s budget recommendation. At that time (FY
1990), the Secretary’s special fund had a carryover of $12,698,360.

We believe that flexibility is needed in the use of Medicare and Medicaid reimbursements so that
THS can fulfill their mission of providing health care to Native Americans.

As far as accounting capabilities are concerned, the PHS corrective action for the “High Risk
Area: Management of the Indian Health Service (PHS-89-01-HR)” cited in the “Federal
Managers Financial Integrity Act Report to the President and Congress” dated December 1990,
item 7, (pages 18-19), appears to agree with our position that accounting functions and fiscal
controls should be implemented at the local hospital level. IHS appropriations for FY 1991
included $2 million to implement this policy.
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MEMORANDUM TO THE INSPECTOR GENERAL
Attn: Alan Levine 7 . \
o & /.
, - Loy
From ! . Kevin E. Moley ( ..( R PPy
.Y Assistant Secretary for d&nagement and Budget

Subject: OIG Management Advisory Report: "Indian Health Service
-- Medicare and Medicaid Payments," OEI-07-89-00941

We have reviewed the OIG Management Advisory Report on IHS
Medicare and Medicaid Payments and fully support the findings,
with one exception. We would propose that the first paragraph in
the Discussion section (page 6) be revised to read:

The proposal would allow funds now being exclusively targeted
to maintain Medicare and Medicaid certification requirements
to be used for other operating expenses. This would not
jeopardize the certification of hospitals, since the Service
Unit Director would be responsible for ensuring that within
annual funds available, including reimbursements, maintaining
Medicare and Medicaid program accreditation would be his or
her first priority.

We support removing the current restrictions imposed on Medicare
and Medicaid funds, however, we believe we should extend
flexibility on the use of all funds -- both appropriations and
reimbursements -- rather than imposing a different set of
restrictions, as the OIG is proposing. Currently, approximately
$65 million of Medicare and Medicaid collections are used
annually to fund staff positions, equipment, and some facility
structural improvements which are considered essential to
maintaining accreditation standards. We believe that the way the
management report proposal is drafted, all funds necessary for
maintaining accreditation would be interpreted by the IHS and the
Tribes as coming solely from annual appropriations.

We prefer to lift administrative limitations. This should permit
Service Unit Directors to manage health care delivery within a
combined annual budget allocation, including direct
appropriations and reimbursements. Since collections would be
retained by the billing facility, a strong incentive would exist
for maintaining accreditation so as not to lose the ability to
bill Medicare, Medicaid, and other third party insurers for
services. After meetlng and maintaining standards of
participation, any remaining funds could be used by a Service
Unit Director to expand programs and services to its service
population without jeopardizing accreditation, or quality of
care.
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Date

From

Subject

To

DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administration

DEC 3 10 Memorandum

Gail R. Wilensky, Ph.D.
Administrator 6“\)

OIG Management Advisory Report: "Indian Health Service-Medicare and
Medicaid Payments", OEI-07-89-00941

The Inspector General
Office of the Secretary

We have reviewed the subject report which concerns the appropriateness of
retaining or eliminating the Indian Heaith Service (IHS) facilities’ multi-year account
now that substantially all of the IHS hospital facilities meet the Health Care
Financing Administration (HCFA) requirements for participation in the Medicare
and Medicaid programs.

The report recommends that the HCFA Administrator, in cooperation with the
Assistant Secretary for Health, prepare documents for the Secretary to officially
determine and certify that substantially all of the IHS hospital facilities are in
compliance with the HCFA conditions for participation in the Medicare and
Medicaid programs. HCFA concurs with this recommendation. HCFA also
encourages IHS to establish a review system immediately upon the adoption of any
phase-in plan of direct payment to IHS hospitals to ensure that funding is still used
to maintain the certification status of the IHS facilities during the OIG’s 5-year
plan.

Should the recommended action be impilemented, the IHS hospitals would be
subject to the same audit and reimbursement guidelines currently in effect for other
Medicare hospitals. Additional funding to cover the certification, audit and other
administrative costs for the IHS hospitals has not been included in our budget
requests to date, and would require additional funds for the Medicare contractors
involved.

Thank you for the opportunity to review and comment on this final report.
Please advise us whether you agree with our position on the report’s
recommendation at your earliest convenience.
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From

Sutjer:

To

FOIC

INSFECTOR GENERA

Memorandum
B & ISS

Assistant Secretary for Health

PHS Comz=ezxts
Advisory Repo
Payamencs"”

on 0ffice of Iaspector Gemezral (0IG) Managemegw
rt "Indian Health Service-~Medicare aand Medicasd

Inspector Generzal, 0S

Attached zres the PHS comments on the subject 0IG maNnazaaens,
advisory repors:.

We do not comcur with the report”s recommendations thz:

the IZS sihould (1) phase out the multi-year facilitiss account
anc daval:c) me:dlods aand procedures by which all Iadiazz Eesl:zh
Servize (IX3) hospitals cza direc:zly racaive and aczouz: for

- - oo w [/
Tle us2 o M2dicace and Medicaid fuads, azd (2) seek
lezislazizz to expandéd the demonstration prograa authcrizai by
Public Law 100-713 to a mece respressncative sample of
faciliciss and modify the restriccions iaposed on the use of
these funis.
With regard to the first recommendation, the DHXS HKezl:h
Accouvntiang Systez= and its subsystems, currently in placs,
greazly fzzilicate the fund control between hospitals aad IAS
Arez Q0Ifices and meets the requirements of 0ffice of Maaagamen:
and Budgz: Circular A-34, "Iastructions on Budget Executioan."
Medlicare and Madicaid funds are deposited into the mulsi-year
spezial azcount in accordaance with appropriate statutes and
appropriaczion acts. All fuads colleczed from Medicare and
Medicaid z2rs r2zurned to the IHS Area 0fZfice which eollects
tie= and ars gsanerally expeaded by the Service Unmit thz:
provided the services.

Regardiag the second reconmendation, the demonstracion program
was desigaed to allow tribally contracted programs to directly
bill and receive payments. Programs that are contracted under
the authorizy of Public Law 93-638 have accounting systams and
other £isczl coatrols in place which are adequate for 2 proper
stewardship of Federal funds. TIHS facilities which arce
cperated by IXS do not have separate accounting systeas and
cannot meet the requirements of the Treasury and General
Accounting Oifice to handle funds and comply with other
financial management requirements. We believe it would be
counterproductive and not cost effective to institute this

P\E@Exi‘ﬁ'i‘ae local IHS operated hospital or facility.

FEB 1 11991

OFFICE OF

O Aararl
Mason, M.D., Dr.P.H.

Jam 0.

Attachzent

——



PUELIC EEALTH SERVICE COMMENTS ON
THE OFTICE OF INSPECTOR GENERAL'S MANAGEMENT ADVISCRY REPORT
"INDIAN HEALTH SERVICE-MEDICARE AND MEDICAID PATMENTS"
OEI-07-8S-008941

Generzl Ccmments

The raccmmendaticn to have the Secrstary determine taat 211
Indian Eealth Service (IZS) hospitals ars in substantizal
compliznce with the recuirements and conditicns cf Title XVITT
and Title XIX of the Sccial Secu-ity Act, while cn the surfacs
& positive step for the IES, may not ke in the best intersst cf
the Acency. The determinaticn of substantizl ccmpliaznce of I=S
hospitals will remcve the rsstrictions cn the dirzec: Fayment
and use ci Medicare anc Mediczid monies by I=ZES facilities, as
contained in Title 42 U.S.C., secticn 1395cg(c). With the

rzstricticns rsmcved, it is possible that scme Medicares and
Medicals funds would ke divertsd to cther IZS progzz=s cr thzas
the I=ES annual appropzizticn wewld ke rzducsed aczeriingly.
Uncer tis prssent system, Medicars and Medicaid meniss
ccllectsd by I=S ar= utilized to corrzsct deficisnciss and
mzintalin each hcspital et the hichest level cf clinical and
administrative excellence. All funds collscted from Medicz-s
and Mscicaid are rsturmsd to the Arsa which collectss thex and
cenezzlly exgencded in ths Ssrvices Unit thas provided tis
servicss.

The rsccmmencaticn to phase ocut the multi-ysar facilities
gccount and develop meticds an rocedures by which a2ll I=S
hospitals can dirsctly recsive and acccunt for the use ef
Mecdicars and Medicaid funds will (1) result in the lcss of
funds ccllected late in the fiscal yezxz, and (2) rsguirs the
abandenment of the prasent acccunting systesm that has worked
extrsmely well. 2ll IZ=S hospitals cur—zsntly use the EES Eezlth

Accounting System which is cne of the meost scrhisticz:tzd and
flexikle systems in use, tc ccrrectly kill and collect Medicars
and Medicaid funds. These funds are degpositsd in a multi-yezr
account in acccrdance with law and rsgulaticn and presvent
collecticns received late in the fiscal yesz—, if ncot expended,
from reverting to the T-easury.

We believe the present system, in which Medicare ancd Medicaid
funds ars promptly and accurztely collected and retu—med to the
Areas that provided the services and are earmarked cnly to
eliminate deficiencies in each health cars facility, has worksd
well and we ses no cliniczl or administrative advantace to
changing the system.

Because there ssems to be a very significant difference of -
opinion, we would be pleased to meet with appropriate 0OIG SFafé
and PHS/IHS staff to discuss and elaborate on the PHS position
on these very important issues.



Page 2

0IG Recommencdation

THE IBS SZOULD PHASE OUT THE MULTI-YEAR FACILITIES ACCOUNT AND
EIPEDITIOUSLY DEVELOP METHODS AND PROCEDURES BY WHICH ALL I=S
HOSPITAT.S CAN DIRECTLY RECEIVE AND ACCOUNT FOR THE USZ OF
MEDICARZ AND MEDICATD FUNDS. THIS C2AN BE ACCOMPLISEED BEY:

1. The Assistant Secrstary for Hezlth developing and
imzlementing appropriate accounting systems at all
hcspitals to bill, receive and account for the expenditu-e
of Medicare and Medicaid funds.

The IES should initiate action to develop appropriate
accounting systams for use by all IES hospitals. 1In
accition, the IES should establish apprcpriazte audit
ccntrcls and oversight to assure that the moniss received
anc expencded by the individual hespitzls are utilized in
accordance with leczl rscuirsments.

Fcx thcse facilitiss which are sc small that it is net
eccncmically fsasible to have acsountinc stzff cn sits to
imzlement this rsccmmendation, an altsrmative weurld ke iz
estazlish the resgcasibility fer acccounting and
exzsnditurs conizel at the arez cffice rather than a+ the
heszitzl facility

PEZS Ccmments

We dc nct concur. The IZES cperated hospitzls curzently use the
IES Eealth Accounting System. This system with its subsystens
is cne cf the mcst sophisticated and flexible systems in use.
Cver $2C billion a yezr in EES okligations and expenditures arcs
currsntly being procsssed. This system has been used to
1y bBill and cecllect nearly $75 millicn of Msdicars and

£ in FY 188%. The reccmmencdation that IES

on to develop arpropriate accounting systems for
IES hospitals is, thersfore, neither necessary nor

e

v
.

1+ ¢t ¢
n

The reccmmendation states that each hospital should receive and
disburse the rescsipts. In order to ccmply with current
Treasury and Generzl Acccunting Office (GA0) regulations,
additicral pcsitions weould be reguired for additional finance
officers and certifying officers. These additional positions
combined with the mandatsd intermal controls would be requirsd
for a2 procper separation of duties. The Division of Fiscal
Services, Health Resources and Services Administraztion,
estimates that up to 10 full-time employees would be regquired
to pericrm the required services at each hospital that are now
being performed at the Area Offices.
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We believe this is unnecessary beczuse Area Offices presently
perform the oversight and have in place the audit ccntrols to
assure any funds received are expended in accordance with legal
requirezments. The EHS Health Accounting System and its
subsystems, currently in place, greatly facilitate the fund
control ketween hospitals and Arsa Qffices and the cversight of
this part of financial management at hospitals, clinics and

rea QLfices. The system mests the rsguirements of the Office
of Manazcement and Budget (OMB) Circular A-34 "Instructicn on
Budget Execution”.

OIG Reccmmendation

2. The ECFA Administrator, in cocreration with the Assi
Secrstary for Health, prepars dccuments for the Secr
tc officially determine and certify that substantiazl
ci the IES hespital facilities axs in ccmpliazncs wit
ECTX ccnditicns for paxticizaticn in the Mecdicars and

hl

This cdeterminaticn and certificaticn will rsmcvs the
rzstrictions en the cdirsct pavment and use ci Msdiczrs and
Mediczid menies by IZ=ZS heoscital facilities, as ccntained
i Title 42 T.S.C., secticn 13%3cg(c). With tihs
restzicticns remeved, indivicdual IZES hesgpitals coulé ke
placed into direct payment when IZES has notified ECF2 that
egrororriate accounting systems and audit controls are in
EFlace.

FSE Cocmments

Medicaid portions of Sections 401 and 402 of the Indian Eealth
Czres Imzrovement Act and, as such, is the official euthorized
to maks the determination of substantial compliance with the
Act. ecause of this delegation, the Director, IES, is the
approprizte officiazl to prepare any documentation for the
Secretary, EHS, that would certify substantial compliznce as
defined in Sections 401 and 402 of P.L. 94-437, Indian Eealth
Care Improvement Act. Therefore, we do not agree that the
Administrator of the Eeazlth Care Financing Administrztion
(ECFR) should prepare documents to formally certify that IES
facilities are in compliance with the conditions for
participation.

In order to better understand the PES position regarding the
issue of determining that IES facilities are in substantial
compliance, the following information is submitted:
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(1)

(2)

Legislative Backaround

P.L. 94-437 - Indizn Health Care Improvement Ac:
authorized IHS to bill and collect frcocm Medicars
and Medicaid.

Funds collected ar= to ke placed in a special
fund to ke used for the purpcse of imrrovements
necessary to achieve compliance with ccnditiens
and rsguirszments cf Titles 18 and 18.

The special fund shall cease to apply when the
Secretary, HES, determines that substantially
all hospitals and skilled nursing facilities ax=z
in ccmpliance.

The statuts states that any payments rsceived
shall nct ke used in detarmining acrrcrriaticns
for health caz= and servicess to Indians.

that rsimbursementz fzcm
id shall ke usesc tc
supplant azrrcpsiaticns.

S
S
ca
-
-

Ecuse Repcrt 94-1025, pace 5, stzt=s "... axnc
continued particizaticn in Medicars wculd ke
contincent on mesting the standards - the
amendment rsquires medicare payments to be
earmarkes for use in meeting and maintzininc
mecdicare standards." '

Senate Rercrt 100-508, pace 22, states "Given
past Administrztion attempts to offset IES
Frogram decrzases with amcunts ccllectsd from
Mecicars and Medicaid reimbu-sement, the
Committee wishes to mazke clear that the
authority to ccllect reimbursements frcm the
Medicare and Medicaid programs is conditioned
upon such funds being used only for the purpose
authorized in the Act, that is to achieve and
maintain compliance with accreditation
standards."

Joint Commissicn on the Accreditation of Eealthcare

Organizations

IHZS was directed by the Congress to seek Jeoint
Commission accresditation rather than rely urpon EHCFA
certification. At the outset only 22 IES hospitals
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were accredited. Through a long process, IES has
attained accreditation of all its hospitals except
one. At the present time there are 42 hcspitals
accredited and one that is certified by ECZA.

The IES is justly proud of this accomplishment. t
has been no small task to accomplish this fesat. t
is an acccmplishment that is a dirsct rasult of the
targeted and directed use of the funds czntained in
the Secrstary’s special fund.

Joint Commission standards ar= on a continurm of
cversight, assessment and dirsct acticns rslative to
patient care standards for 2ll aspects cf cdirect
inpatient and outpatient care. This inclucdes the
various ancillary (labecratory, pharmzcy) a=d surpor:t
services (bicmediczl services, firs safetv code
enZorcsment). This alsc includes dzily cezlity
ccntzols and commitises which meet reculaziv to
- [

identify proklems, prercars studies, rsvisw rs ults,
and implement acticns reguirsd to cor—sct the cited
Ceficiencies. The accrsditaticn process is net a
single event, Lkut rather a dynamic prccess in which
there is a2 constant uncovering c¢f deficisnciss which
in many ways rsilsct changing eridemiclcgy, standa=-ss
CZ cars and tleir agpliczticis in prazctics. ==

hospitals, as all other accredited hospitzls in this
csuntry, have many cited Type One deficiencies which

eguire correcticn before the nex:t surveyv by the
Joint Commissicn.

Fallurs to co-zsct Tyre One ceficiencies czn result
in less of Jcint Ccmmission accrsditaticn which would
then cause the facility to lose its Medica=s and
Mecdicaid provider status and thus lese its ability to
ke paid for the services provided. At the present
time, ‘all Medicars and Medicaid monies collscted ars
earmarXed and utilized to correc:t these cdeficiencies
and maintain each hospital at the hichest level of
clinical and administrative excellence. 2s stated
earxlier, if IZS hospitals are determined tc ke in
substantial compliance with the reguirements and
conditions of Title XVIII and Title XIX cf the Socizl
Security Act, it is possible that scme Medicazre and
Medicaid funds could be diverted to other IES
programs, or that the IHS annual appropriztion would
be reduced accordingly.

Standards are dynamic and ever changing, representing
changes in the delivery of health care. These
changes must be addressed if IES facilities are to
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retain their accredited status. Loss of the dirscted
naturs of the Medicare and Medicaid funding would
have an untoward effect on the IHS health care
delivery systemn.

We agrze that substantially all IES facilities have
met the ECFA conditions for participatiocn in Medica-s
or accreditation by the Joint Ccmmissicn since 1881
and that all 43 hospitals now meet these conditicns.
Fortvy-two hospitals axes accreditad by the Joint
Commission and cne is certified by ECFA. Ecowever,
while we are justly proud of our facilities’
accreditation status, we must acknowledce the fact
that they must maintain the accresdited status if they
ars to cecntinue participation in beth the Medicars
and Medicaid programs. The maintsnance oi the
accracited status is mandatory if the facilities azs
to c:ntinue to receive payments from each program.

As we have stated in Fast bvdcet deccuments and alsc
in c-ng:ess;c a2l testimony, this acc cmplishment is
cne ci grsat nc*t nce to the I=S and 2lsc to the
Depa-tment cf EES. The rescors cof the accresditat
status of I=S facilities is a f=2t cf which I=S
extrzmely proud and justifiably sc. This f==t
tesn acccocmrlished as a ciresct rasult cf tbe ta:
and directzd uss of the Medicars and Medicaid fun

3

m ll' o P-
N.¢t tn s)
. }

ln ]

The IES has grave ccncerm that if the Secrstary’s
stecizl funcd is abolished, the funds will ke directsd
t2 cenerz]l operating exrenses. This acticn, while
creating flexibility, would cdeprive the clinical
manacers o0f the ocne tool that thev have to meet the
s,ec;a1 funding needs to corract deficiencies and

maintzin accrsditaticn of the facilities The
accraditation of the facilities and maint enance of

Medicare standards is one of the kest indications to
assurs that the hichest quality of health care is
bEeinc rendersd. To do less woculd ke not mesting the
IHS goal and mission. It is for these r=ascns that
we Eelieve that abolishing the Secrstary’s special
fund is not in the best intersst of I=ES.

QOIC Reccmmendation

3. The Assistant Secrestary for Health, in cooperation with
the Assistant Secretary for Management and Budget,
eliminating the multi-year facilities account into which
Medicare and Medicaid payments are now deposited.



The account cculd ke phased cut cver severzl years., As
eack hespital cr azsa cifica develcped acceptable
financial manacement cagabilitiss, it conld dizesctly
raceive and use f£or crverating expenses thcss Medicars and
Mecicaid payments which it colisctad, Ecwever, Medica~e
2nd Medizaid funds esllectzd by tacse heospitals oz arss
cfiizes nct vet capeble cf managing them could ke
depcsisad ints the multi-ysar acccunt tS Pe managed as
cu==zntiy dcne b¥ IZS. Tltimataly hospitals oz azs=a2

cffizss weuld manace their cwn Mecicares and Medicaid funds
and the multie-yeas acccunt weuld ke eliminated entirsly.

We —sccommend accomplishing this within 5 yeass.

EES Comments

We cde net esacus. Thers az2 practical resascns to malintain this
avthezisy. As statsd in the PEE raspense o r=ccmmencaticn 1,

=iz weu-2 zs coszlv and countargosductive. The addizicnal

L T

rumbe=s e staisf and zzzendant csosts wourld =2z cuistIiz any

- — -

arprzciazle savings. Tha costs incuz=ed would ssguiss
addizicnmal zoprspsizticons t2 the existinc base. The accicicral
=23 weuld have ©c be hizzd and tozined rzeifczs any activitiss
csuld e undsrzzken. To accemplish this task, an additicmal
100 == 250 %ozl 23 wewld pe meguizsd.  The tocal dellass i

2o=-saimezelw

- L

. . ee _ s . - o R

SUuoTeorT Tihsse aCzZiTicnlal £RaIC wWCt.o
<.~
-—

Recepmenca=ion 3 dces ncs Tzoocnize tas fact that over the past
4 yvez~sz mcst funds ccllscted for Medica—z and Medicail have
Feen mads avwallabia tc the hespital providing the billad
se=vices. Regzzil e which accsunt tas funds axs depeositsc

n ww

ri—n

pvd Gt O 0

{sTliz veaz ¢z sin vea-) thev must ke asoerticned thzTugh
the tudcet proces M=, ®c ckligata and expencd funds belczs

2 vislz=ion ¢ the "Anti-deficisncy

s
lsgall~s agperzicnad is
Act." ~Mhese rzgulrsments mey be fsund in CME Cizculas Ne. -3

"Tast—uc=ion cn Budcet Exscutien.”

mhwe eiigminaticn ¢ mulii-vear autacrity for the expendituce el

funds wiil rasnii in the lcoss cf funds collectad lats in each

fiscal yeaz=. Fcr these funds ccllected within the last 30 ®o
60 cavs ci the fiscal yeaz, ths process cf depcsiting the
funds, thern rsguesting and raceiving an aprorticnment, and tae
allecatisn of funds £ Arsas and Service Units will mest
certainly rasult in the loss of fuands if 211 funds must ke
scen< irm the fiscal year in which they azz collectad. The
Cenc=zss rscoenized this issue and established the mulii-yeas
. I=S dces pot wish to lose any funds. Medicazs anc

o<
Medicaid funds ccilected must have, a2t 2 minimum, tiae ability

PR
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to be used for one-full fiscal year beyond the year in which
they were collected.

The process of billing and collection is continuous.
Collections received late in the fiscal year, if not expended,
would revert to Treasury and would not be available to meet
payroll costs for those staff funded by this activity. Since
this is a cash account, adeguate funds must be carried forward
into the next fiscal year to meet payroll costs for at least
three pay periods. This buffer is important because the costs
of payroll are fixed and the flow of collections is variable.
A disruption of hezlth care would be the inevitable result of a
furlough or termination of staff caused by a lack of funds to
meet payroll costs.

Medicare and Medicaid funds are deposited into the multi-year
special account in accordance with the statute and
appropriztion acts. The OMB aprortions this authority to IES
as calleZ for by the public law appropriating the funcds for the
creraticns of the IZS. All funds collected from Medicars and
Medicaid are rsturned to the Area Office which collects them
and ars cenerzlly exzended by the Service Unit that provided
the services.

QOIC Reccmmendation

THE IHS SZOULD SEER LEGISLATION TO EXPAND THE DEMONSTIRATION
PROGRAM AUTHORIZED EY PUBLIC LAW 100-713 TOD A MORE
REPRESENTATIVE SAMPLE OF IHS FACILITIES AND TO MODIFY THE
RESTRICTIONS IMPOSED ON THE USE OF THESE FUNDS.

PHS Comments

We do nct concur. We question the apprcpriateness of seeking
legislation to expand the demonstration program authcrized by
P. L. 100-713. The demonstraticn program was designed for the
express purpose of allowing tribally contracted programs to
directly bill and receive payments. Programs that ars
contracted under authority of P. L. 93-638 have accounting
systems in place and have other fiscal controls which meet all
reguirements. IHS facilities (those operated by the Service
Unit) do not have separzte accounting functions and cannot mest
the reguirements of the Treasury and GAO to handle funds and do
other accounting functions. As we have stated elsewhere in
these ccmments, it would be counterproductive and not cost
effective to institute this action at the local IHES-orerated

hospital or facility.



