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Management practices of the John J. Kane Hospital which
were reviewed included the management of patients' funds, cost
reporting for Medicaid in 1974, staffing procedures, and the
practice of crediting the Medicaid program for contributions
from relatives of patients. Finditgs/Conclusions: Medicaid and
Medicare programs at the hospital ver.e not coordinated. Problems
caused by this lack of coordination iLcluded: patients paid for
services covered by either or both programs; the hospital
incorrectly charged the costs of some services to both programs;
State Medicaid program rules violated Federal regulations; and
audit information was not exchanged between Medicaid and
Medicare. Additional problems were identified in the hospital's
staffing practices and solicitations of contributions from
relatives of the patients. Recommendations: The Secretary of
Health, Education, and welfare should require the Administrator
of the Health Care Financing Administration to direct the State
to: aaend its state plan and regulations; make sure that Kane
Hospital patients get the required quarterly accounting of their
personal needs accounts; and insure that the hospital gets
proper authorizations of expenditures from their accounts. He
should: require the State, Kane Hospital, and other providers of
services to the hospital's patients to follow proper Medicaid
billing procedures; assure that money earned through the
investment of patients' funds is fairly distributed; direct the
State to recompute the Federal share of the Medicaid payments;
recover the Federal share of Medicaid overpayments to the
hospital; and provide for the exchange of audit information
between the Medicare intermediary and the State Auditor General.
(Author/SC)
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Lack Of Coordination Between
Medicaid And Medicare
At John J. Kane 'Hospital

Health Care Financing Administration
Department of Health, Education, and Welfare

Medicare and Medicaid programs at John J.
Kane Hospital, Allegheny County, Pennsyl-
vania, were not coordinated, causing several
problems:

--Patients paid for services covered by
either or both programs.

--Kane Hospital incorrectl, charged the
ccsts of some services to both pro-
grams.

--State Medicaid program rules violated
Federal regulations.

--Audit information was not exchanged
between Medicare and Medicaid.

Additional problems were identified in Kane
Hospital's staffing practices and solicitation of
contributions from relatives of patients.
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COMPTR OLLER qENERAL OF THE UNIElD TrATEI
WAMHINITON. D.C. mU

B-164031(3)

The Honorable Frank Churcit
Chairman, Special Committee

on Aging
United States Senate

Dear Mr. Chairman:

In response to the request of your former Subcommittee
on Long-Term Care, this report reviews selected aspects of
the management of John J. Kane Hr¢pital, a county nursing
bome in Pittsburgh, Pennsylvanir.

we identified management weaknesses at Kane Hospital as
well as instances in which Pennsylvania's management of its
Medicaid program conflicted with Federal requirements, We
also found coordination of benefi' payments under Medicare
and Medicaid lacking at Kane Hospital. Comments on a draft
of this report by Kane Hospital; the State of Pennsylvania;
and the Department of Health, Education, and Welfare are
included.

This report contains recommendations to the Secretari of
Haalth, Education, and Welfare. As you know, section 236
of the Legislative Reorganization Act of 1970 requires the
head of a Federal agency to submit a written statement on
the actions taken on our recommendations to the House Com-
mittee on Government Operations and the Senate Committee
on Governmental Affairs not later than 60 days after the
date of the report and the House and Senate Committees on
Appropriations with the agency's first request for appro-
priations made more than 60 days after the date of the -e-
port. We will be in touch with your office in the near
future to arrange for release of the report so the require-
ments of section 236 can be set in motion.

Comptroller General
of the United States



COMPTROLLER GENERAL'S LACK OF COORDINATION
REPORT TO THE SENATE BEWTEEN MEDICAID AND MEDICARE
SPECIAL COMMITTEE ON AGING AT JOHN J. KANE HOSPITAL

Health Care Financing Ad-
ministration

Department of Health, Edu-
cation, and Welfare

DIGEST

John J. Kaie Hospital--a 2,111 bed public
nursing home maintained and operated by
Allegheny County, Pennsylvania--furnishes
skilled and intermediate nursing care,
rostly to Medicaid patients. About one-
fourth of Kane's beds are available for
skilled nursing care under Medica:e.

Medicare and Medicaid prograse at John J.
Kane Hospital, Allegheny County, Pennsyl-
vania, were not coordinated, causing sev-
ecal problems:

--Patients paid for services covered by
either or both programs.

-- Kane Hospital incorrectly charged the
costs of some services to both programs.

--State Medicaid program rules violated
Federal regulations.

--Audit information was not exchanged
between Medicare and Medicaid.

Additional problems were identified in
Kane Hospital's staffing practices and
solicitation of contributions from rela-
tives of patients.

INAPPROPRIATE USE OF
PATIENTS' FUNDS

Following State regulations which were con-
trary to Federal regulations, Kane Hospital
ellrwed too much money to accumulate in the
personal needs accounts of its patients.
This happened because patients were routinely
allowed to keep in their personal accounts
as much as $175 a month ($150 a month too
much) during the first 6 months of their

TamrLSbut LUpon removal, the repo, t i HRD-77-44
cover dute should be noted hereon.



stay at Kane Hospital. Officials at Kane
estimated the excessive amount as $732,000
each year. (See p. 9.)

As a general rule, Kane Hospital was author-
ized to receive money on behalf of patients
but neither (1) routinely gave patients the
required quarterly accounting of financial
transactions made for them nor (2) usually
had the proper authorizations for spending
patients' funds.

Kane Hospital spent patients' finds for

-- medical services properly payable by the
Medicare and Medicaid programs (see
p. 11),

-- Medicare deductible and coinsurance amounts
properly payaDle by Medicaid (see ?. 12),

-- amounts above reasonable charges for med-
ical services (see p. 14).

Erroneous payments from patients' funds for
facility based physician services could
have amounted to as much as $441,000 from
1972 to 1974. (See p. 21.) Similarly,
patients could have paid an additional
$160,000 for laboratory and X-ray services
for 1972-74. The costs of these services
were included in Kane's Medicaid reimburse-
ment rates. (See p. 23.)

In addition, Kane Hospital invested other-
wise idle patients' funds in interest-
bearing savings certificates but had never
distributed interest earnings to individual
patient's accounts.

As of January 1976 there earnings amounted
to $217,000. (See p. 15.)

KANE HOSPITAL OVERCHARGED
THE FEDERAL GOVERNMENT

Through a procedure by which Kane Hospital
charged both Medicare Part B and Medicaid
for the costs of the same services, the
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Federal Government paid out more than
$510,000 too much under Medicaid during
1972-74 for the services of facility-based
physicians. (See p. 19.) Similarly, the
Federal share of costs charged to Medicaid
for the costs of X-ray and laboratory serv-
ices also charged to Medicare Part B in
1972-74 was about $145,000. (See p. 22.)

An exchange of audit information between
Medicare and Medicaid would have prevented
these dupli:ate or overlapping charges.

STAFFING PRACTICES

In a review of staffing practices and re-
lated recordkeeping at Kane Hospital, GAO
found:

-- In an unannounced check, all employees
in a random sample of employees were
either on the job or otherwise properly
accounted for. (See p. 26.)

-- The number of general care nursing hours
provided to the patients did not meet
State minimum requirements. In June
1976 the State suspended Kane Hospital's
license and issued a provisional license
due to insufficient general nursing care
hours. (See p. 26.)

-- Certain part-time employees worked with-
out contracts and received county pension
benefits on a basis different from other
part-time hospital employees without the
concurrence of the county retirement
board. (See p. 27.)

FAMILY CONTRIBUTIONS

Kane Hospital properly credited the Medicaid
program for contributions from relatives
of patients. However, Kane Hospital may not
have informed these relatives that contri-
butions are supposed to be voluntary. (See
p. 31.)
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RECOMMENDATIONS

The Secretary of Health, Education, and
Welfare (HEW) should require the Adminis-
trator of the Health Care Financing Admin-
istration to:

-- Direct the State to amend its State plan
and regulations and stop requiring the
excessive accumulation of money for home
maintenance in personal allowances P-
Kane Hospital.

--Direct the State to make sure that Kane
Hospital patie-ts get the required
quarterly accointing of their personal
needs accounts and that Kane Hospital
get proper prior authorizations of ex-
penditures from their accounts.

--Pequire the State, Kane Hospital, and
other providers of services to Kane Hos-
pi'al patients to follow proper Medi-
caid billing procedures.

--Assure that money earned through the in-
vestment of patients' funds is fairly
distributed.

-- Direct the State to offset Medicare Part B
payments for facility-based physician
services against Kane Hospital's Medicaid
reimbursement for the cost of those serv-
ices.

-- Direct the State to recompute the Federal
share of the Medicaid payments after
considering and deducting the X-ray and
laboratory costs allocated to and paid
under Medicare Part B.

--Recover the Federal share of Medicaid
overpayments to Kane Hospital.

--Assure that collections from Medicaid
patients at Kane Hospital for Medicare
Part B services cease and that restitu-
tion be made to living patients and the
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issue of restitution to discharged pa-
tients and the estates of deceased pa-
tients be dealt with according to Penn-
sylvania law.

-- Provide for the exchange of audit infor-
mation between the Medicare intermediary
and the State Auditor General.

OFFICIAL COMMENTS

HEW's responses to GAO's recommendations were
generally positive. HEW indicated that it
had tried for 4 years to work out an exchange
of audit information with the State without
success.

The State indicated that it authorized pay-
ment of Medicare Part B coinsurance for
Medicaid patients effective January 1977.
The State did not agree that the accumula-
tion of patients' funds was inconsistent
with Federal regulations.

Kane Hospital reported that the problems in
administering patients' funds were being cor-
rected, that billings to patients' families
had ceased, and that improvements -dd been
made in meeting the State's nursing care
hour requirements. However, Kane Hospital
did not believe that the duplicate Medicare
and Medicaid payments had been made.
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CHAPTER 1

INTRODUCTION

At the request of the Chairman of the former Subcommittee
on Long-Term Care, Senate Special Committee on Aging, we re-
viewed selected aspects of the management of John J. Kane
Hospital as they related to the Medicaid program. Specifi-
cally, the Subcommittee requested that we:

-- Review the management of patients' funds.

-- Audit the 1974 Medicaid cost report.

--Ascertain the number of employees and whether these
employees were actually working or properly accounted
for at the time of our review.

-- Determine whether Kane is requiring relatives of pa-
tients to make payments for the county's share of
Medicaid reimbursements.

Kane Hospital is a public nursing home maintained and
operated by Allegheny County, Pennsylvania. This 2,111 bed
facility--the second largest of its kind in the United
States--was opened in 1958 near Pittsburgh, Pennsylvania.

As a licensed facility, 1/ Kane furnishes skilled
nursing 2/ and intermediate care 3/ and receives Federal
financial support from the State's Medical Assistance Pro-
gram (Medicaid). Under Medicaid, the Federal Government

1/In June 1976, the State revoked Kane's license and issued
a provisional license. (See p. 26.)

2/Skilled rursing is defined as nursing care or other re-
habilitation services provided directly by or requiring
the supervision of skilled nursing personnel on a daily
basis.

3/Intermediate care is defined as health related care and
services to individuals, on a Teqular basis, who do not
require the degree of care and treatment which a hospital
or skilled nursing facility is designed to provide. But,
because of the individual's mental or physical condition,
the patient requires care and services which can only be
made available through institutional facilities.
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and tne State snare in the nealtn core costs of eligible
persons--regardless of age--wno cannot pay. Most of Kane's
inpatient days of care during 1974 were to Medicaid patients.

In its iJ74 cost report filed with Pennsylvania, Kane
claimed $15,822,771 for inpatient services to Medicaid pa-
tients. The State Auditor General certified the cost report
after reducing the total claim by $249,642.

Of the certified amo:nt, $12,786,952 was for skilled
nursing care and $2,786,177 was for intermediate care.
Kane's costs averaged $23.60 and $15.24 a day for skilled
nursing and intermediate care, respectively.

Kane also provides skilled nursing care under the Fed-
eral Medicare program. Althougn 550 beds in Kane (aoout
one-fourtn) are available for Medicare patients, only about
d,000 inpatient days were used oy Medicare patients in
1974. The Medicare cost per day was about $30.80.

Kane's professional and nonprofessional staff consisted
of more than 1,800 full-time and part-time employees. Sala-
ries and related employee benefits account for about 72 per-
cent of the total inpatient costs. The remaining 28 percent
includes depreciation, food, supplies, plant operation,
maintenance, etc.

THE MEDICAID PROGRAM
AND ITS ADMINISTRATION

Until March 8, 1977, the Department of Health, Educa-
tion, and welfare (HEw) administered the Medicaid program
at the Federal level through its Social and Rehabilitation
Service (SRS). SRS developed program policies, set standards,
and was supposed to insure compliance with Federal legisla-
tion and regulations. On March 8, 1977, HEW was reorganized.
The Medicaid program was placed along with Medicare in the
new Health Care Financing Administration (HCFA) which as-
sumed SRS's responsibilities for the Medicaid program.

Pennsylvania initiated and administers its Medicaid
program, tte nature and scope of which is contained in a
State Plan for Medical Assistance. The plan is approved
by HEW and is the oasis for Federal financial participation.
Title XIX of the Social Security Act establishes Federal
cost snaring for medical benefit payments which is about
55 percent for Pennsylvania. Because Pennsylvania did not
share in the costs of care to Medicaid patients in public
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nursing homes, 1/ Allegheny County absorbed the remaining
45 percent.

In its Medicaid program, Pennsylvania provides skilled

and intermediate nursing home care and physician services.
Reimbursement to providers varies by type of service. For
instance, public nursing home care is paid for on a per-diem
rate adjusted annually to reflect actual cost. Payments to
providers of prostheses and appliances, dental services,
and outpatient hospital and clinic services are based on

State fee schedules. Payment by the State for physician
services can be made directly to the physician or to a
nursing home through the per-diem rate if the physician is
compensated by the nursing home. Participation in Medicaid
is limited to providers who accept as payment in full reim-
bursement determined by the State Medicaid program.

If a State elects to have a Medicaid program, certain
persons must receive specific medical services. These
persons are called the categorically needy and include
those who receive or are eligible to receive cash assistance
payments from the Aid to Families with Dependent Children
or Supplemental Security Income programs. 2/ A State may
elect to offer medical services under the Medicaid program
to an additional group of persons called the medically needy.
In general, the medically needy are those persons whose in-
come exceeds the upper income limit for cash assistance
payments under the appropriate program, but whose financial
resources are insufficient to meet all or part of their medi-

cal expenses. Pennsylvania offers medical services to both

the categorically and medically needy persons under its
Medicaid program.

RELATIONSHIP BETWBEN MEDICAID
AID MEDICAPR

Title XIX of the Social Security Act requires the State

and local authorities take reasonable measures to identify
legally liable third parties to pay all or part of the cost

i/According to a State official, the State will share in
the cost of public nursing home care in the future.

2/Supplemental Security Income, under title XVI of the
Social Security Act, is a Federal program which pro-
vides cash benefits to needy aged, blind, and disabled
persons. Depending on circumstances, States must or

may supplement the Federal cash benefit with State funds.
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of medical care for Medicaid recipients. Medicare is an exam-
ple of a third-party resource.

Many of Kane's patients are eligible for Medicare, which
provides protection against the costs of health care for
eligible persons, generally age 65 and over or disabled, un-
der title XVIII of the Social Security Act.

Part A of Medicare (dospital Insurance Benefits for the
Aged and Disabled) offers a number of benefits, including
inpatient hospital services and posthospital skilled nursing
care services. Part A places a number of restrictions, in-
cluding a maximum of 100 aays of care per benefit period, on
skilled nursing care for eligible persons. 1/ Only about
1 percent of Kane's inpatient days were covered by Part A,
wnich does not offer intermediate nursing care.

Enrollment in Part B of Medicare (Supplementary Medi-
cal Insurance Benefits for the Aged and Disabled) is volun-
tary. It covers a number of medical and health benefits,
including services of physicians who are employed by or
compensated through hospitals and nursing homes7 and cer-
tain X-ray and laboratory services provided to enrolled in-
patients which are not covered by Part A. Part B is financed
by general federal revenues and monthly premiums collected
from eligible individuals or from the State (on behalf of
individuals also eligible for Medicaid through a buy-in
agreement). Pennsylvania nas a buy-in agreement through
which the State pays the premiums for certain eligible per-
sons.

Under its State plan, Pennsylvania agreed to provide
the entire range of Part B benefits to persons with dual
coverage under Medicare and Medicaid. The buy-in agreement
covers monthly premiums for categorically needy individuals,
but not for the medically needy. Pennsylvania also agreed
to pay Medicare deductibles and coinsurance 2/ for the

1/A oenefit period starts when a Medicare beneficiary is
hospitalized and ends when the beneficiary has not been
an inpatient in a hospital or skilled nursing facility for
60 consecutive days.

2/Payment under Part B is limited to 80 percent of the rea-
sonable charge for most covered services after an annual
deductible of $60. The remaining 20 percent and the de-
ductible are normally the responsibility of the patient.
(See p. 12.)
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categorically needy, as well as for medically needy who volun-
tarily pay premiums for Part B coverage.

MLDICAID BILLING PROCEDURES

In Pennsylvania, a provider of services to a heoicaid
patient must bill the State directly since the State will not
reimburse the patient or a third party. Furthermore, a pro-
vider in the Medicaid program must accept the Medical Assis-
tance payment as payment in full for the service provided.
This State requirement is consistent with Federal regulation
45 CFR 250.30(a)(8).

Pennsylvania's Medicaid program requires providers to
bill medicare first when tile patient has coverage under both
Medicare and Medicaid. After payment is received from Medi-
care, the provider must submit a Medicaid claim form to the
State with a copy of the Medicare explanation of benefits
which explains how much was billed, how much was allowed
as Medicare's reasonable charge, and how much was paid-- !a-
sonaole charge less deductible and coinsurance amounts. The
State then should pay the difference between the amount paid
by .edicdre and the State's maximum allowable fee schedule.
The State's fee may be lower than or equal to Medicare's
reasonable charge, but may not be higher. A State official
told us that submission to the State of the Medicaid claim
form by the provider constitutes an agreement by that pro-
vider to accept payment based on Medicaid's reasonable
charge determination as payment in full.

Limiting payment to State fee schedules could result
in a billing which would not be payable by the patient or
by either Medicare or Medicaid. For example, Medicare
Part 3 recognizes a $10 fee as a reasonable charge for
a particular service, but Medicaid limits tne fee to $9.
Assuming the deductible had been satisfied, Part B would
pay 80 percent of $10 or $8. Because the Medicaid fee
schedule limits payment to $9, Medicaid payment to the pro-
vider would be limited to $1. Thus, the providers's re-
ceipt of $8 from Part B and $1 from Medicaid would leave
an unpaid balance of $1, which would not be the responsi-
bility of either program or of the patient. By submitting
the claim to Medicaid, the provider had agreed to accept
the Medicaid fee schedule determination of $9 as payment in
full.
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SCOPE OF REVIEw

We reviewed selected aspects of Kane's 1974 Medicaid
cost report, including examining the basis of reimbursement,
tracing expenses claimed to hospital records, analyzing
selected cost elemenrs to determine the accuracy and reli-
ability of costs reported, and comparing this cost report
to the Medicare cost report. We also examined Kane's sources
of income and its policy on soliciting contributions from
patients' relatives.

we reviewed Kane's procedures and practices for managing
and accounting for patients' personal funds, including re-
ceipts and disbursements. We sampled January 1976 transac-
tions to determine the authority and purpose for disbursements.

we conducted an unannounced time and attendance check
for a number of randomly selected Kane employees, We also
reviewed payroll policies and procedures and checked on
staffing levels for general nursing care.

we reviewed selected Federal and State regulations as
they related to our objectives and discussed all aspects
of our review with Kane officials.

Copies of a draft of this report were sent to Kane,
the State, and HEw for their comments, which are included
as appendixes I, II, and III, respectively.
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CHAPTER 2

STATE POLICIES AND PRACTICES CONTRIBUTED

TO INAPPROPRIATE USE OF PATIENTS' FUNDS

Generally, Kane's patients were long term and accumu3ated
in their personal accounts, maintained by Kane, a $25-a-month
personal needs allowance. Contrary to Federal regulations,
these patients accumulated as much as $150 a month extra for
the first 6 months of their stay for use in maintaining a
home. Ths money, which was retained in accordance with State
regulation3, was not used to maintain homes. Instead, Kane
used it to nay for

-- patients' services which were covered by and payable
by either the Medicare Part B or Medicaid programs
or both,

--patients' Medicare Part B deductible and coinsurance
which were payable by the Medicaid program, and

-- amounts in excess of Medicare Part B prevailing rea-
sonable charge determinations which were not payable
by patients or either program.

Kane had managed the financial affairs of many patients
without obtaining proper written authorization. Moreover,
Kane was not giving patients the required quarterly account-
ing of financial transactions made on their behalf. Finally,
Kane had not distributed to individual patients' accounts
more than $217,000 of interest earned since 1970 through in-
vestment of patients' funds because the State and HEW had
failed to give adequate guidance in this regard.

T97ORRECT APPLICATION OF FEDERAL
LATOS'RESULTED N EXCESSIVE

XtUMU0LATIONS OF PATIENTS' FUNDS

Federal and State regulations include provisions con-
cerning the rights and responsibilities of patients. They
provide, in part, that before or at the time of admission and
during their stay in an institution, patients be fully in-
formed of all charges, including charges for services not
covered under Medicare and Medicaid. Patients have the right
to manage their own affairs. Federal regulations require
that Medicaid patients in a nursing home be allowed to keep
some of their income for clothing and such incidentals as
reading matter, small gifts, toiletries, etc., not provided
by the facility. For aged, blind, and disabled individuals
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receiving Supplemental Security Income benefits, the amount
for personal needs must be a minimum of $25 a month. For
other Medicaid patients it is an unspecified "reasonable"
amount to be established by the State. Any income above the
personal needs level must be applied to the cost of care
in the facility.

If a facility accepts responsibility for a patient's
financial affairs, transfers of funds must be in writing.
Further, a facility must give each patient at least a quar-
terly accounting of all financial transactions. Kane assumed
responsibility for managing many patients' funds without ob-
taining all necessary written authorizations and gave an ac-
counting of transactions only when patients or their represen-
tatives requested an accounting. Requests for accounting
were rare. In February 1977, Kane's Executive Director told
us that the quarterly accountings were still not being given,
but efforts were being made to correct the situation.

In our sample of 30 patients' funds disbursements, we
found that Kane obtained some authorization from 12 patients.
Kane had obtained the patients' authorization to receive all
income and deposit all checKs without personal endorsement.
The signed statements also authorized Kane to deduct payments
for nursing home care, provide a personal allowance, and
accumulate any unspent personal funds. Kane did not generally
consult patients before disbursing their funds or fully in-
form them of all charges to their accounts. Simply stated,
Kane generally had the authorizations to receive money for
patients but not to spend it.

If a physician certifies that a patient is likely to
return home within 6 months, Federal regulations (45 CFR
248.3 (b)) allow that individual to apply income and :e-
sources toward maintaining a home. The regulations require
that any income over the home maintenance allowance, if any,
and the personal needs allowance be applied to the cost of
the patients' medical care. The State has followed a policy
of requiring Kane patients, during the first 6 months of
their stay, to keep some income for the purpose of maintain-
ing a home even though Kane's patients are generally long
term. we found no instances where an individual who was
accumulating the home maintenance allowance had been certi-
fied by a physician as likely to be discharged within
6 months of admission, and we found no instances where funds
accumulated in the first 6 months were used to maintain
patients' homes. Kane patients accumulated up to $150
a month for home maintenance and $25 for personal needs.
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In a September 1972 letter to the State, Kane chai-
lenged the reasonableness ot tne State regulation requiring
all patients to accumulate funds for home maintenance.
Kane's Executive Director made the following comment about
the home maintenance allowance.

"Tnis, of course, is a worthwhile endeavor. How-
ever, while the primary objective of all County
owned and operated institutions is the improve-
ment of a patient's health and his return to the
community, it is not an attainaole goal in the
majority of cases treated. The nistorv of County
Institutions is such that only the lona term,
chronic, and terminal patients are admitted. The
hope for discharge is limited as evidenced by the
fact that the average length of stay in County In-
stitutions is approximately 4.6 years, while the
rate of discharge is less than 5 percent of all
cases admitted."

Almost a year later, the State advised Kane that the
regulation was a Federal requirement, which the State could
not cnange. Federal regulations do, in fact, permit the
home maintenance allowance, but only when the patient is
likely to return home within 6 months. As stated previously,
physicians were not certifying that Kane patients were likely
to return home within 6 months.

For the month of January 1976, more than 2,100 Kane
patients had income from various sources totaling $369,327.
Of this amount, $280,530 was applied toward the cost of
nursing home care and the remainder was deposited in pa-
tients' accounts. More than 200 patients, whose stay had
not yet exceeded 6 months, were allowed to retain income up
to $175 for the month,, including $25 for personal needs.

we randomly sampled 30 of the 260 miscellaneous dis-
bursement transactions from patients' accounts in January
1976 to determine how funds were used. Our sample showed
that no money accumulated in the first 6 months was used
to maintain patients' homes. In general, Kane used home
maintenance allowances to pay for what it considered to be
other obligations of the patients. Some payments were for
medical care which was not the patients' obligation. (See
pp. 10 to 15.)

Kane estimated that the cost to the Medicaid program
could be reduced by about $732,000 annually if the home
maintenance allowance was discontinued. This estimate was
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based on 1,000 annual admissions with an average maintenance

allowance of $122 a month for a period of 6 months each.

If the home maintenance allowances for Kane patients

were discontinued, except in those cases on which a physician
certifies that a patient is likely to return home within

6 months, all patient income over the $25 personal needs al-

lowance would be applied to nursing home ca:e. This would

have reduced the amount of costs for Federal and county fi-

nancial participation. Although we did not de)velop an in-
dependent estimate of the total reduction in IMedicaid

costs, we believe Kane's estimate is reasonable in terms of

gross dollar reductions. For example, during -' t.hre

were 968 admissions. In January 1976, more t 20C patients

whose stay had not yet exceeded 6 months retailed an average

income of about $150. By properly applying the Federal

regulations on home maintenance allowances, the Federal share

of Medicaid costs could be reduced( by as much as $400,000

annually ($732,000 X 55 percent). The actual net dollar im-

pact on the Medicaid program in the aggregate, however, is

less than $732,000 because while the entire $732,000 was in-

correctly diverted from paying for one Medicaid service

(nursing home care), a portion was used to pay for other

medical services which should have been paid for by the

Medicaid program but were not.

In its comments on a draft of this report, the State

denied that the accumulations were excessive or contrary

to Federal regulations. HEW, in contrast, agreed that the

State was not following applicable Federal regulations and

indicated that the State would be required to bring its

State Medicaid plan into conformance with the regulations.

INAPPROPRIATE USE OF PATIENTS' FUNDS

Kane used Medicaid patients' funds to pay for services

which were covered under the Medicare and Medicaid programs.

Also, it used patients' funds to pay charges for services

which were in excess of reasonable charge determinations or

maximum fee limitations which neither the Medicare nor the

Medicaid program would pay. In addition, the State had not

complied with provisions of it- own State plan, approved by

HEW, which provided that the Medicaid program would pay the

Medicare Part B deductible and coinsurance. Instead, State

regulations, in violation of the State's agreement with the
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eederal Government, prohibited the payment of Part B coin-
surance for health care costs. 1/

Our review of patients' funds for January 1976 showed
that 260 disbursements, totaling $58,017, were made during
the montn. Our sample of 30 transactions, totaling $5,715
from 30 patients' funds, showed disbursements from 8 patients'
accounts for coverer services, the Medicare Part B deductible
and coinsurance, or charges in excess of reasonable charge
aeterminations.

Patients' funds used to a
for covered services

Kane spent patients' funds for services covered under
the Medicare and Medicaid programs. This occurred, in part,
because of (1) a lack of understanding of the services cov-
ered by Medicare and Medicaid and (2) failure to follow proper
billing procedures for sucn services. Our sample showed that
disbursements were made fromi four patients' funds for services
covered under both programs.

The following are two examples of such payments.

-- It was Kane's policy to pay ambulance service bills
with patients' funcs without consulting the patients.
The State Medicaid program pays for ambulance service
up to $75 per trip for both categorically and medi-
cally needy individuals. In addition, ambulance serv-
ices are covered under Part B of the Medicare program
for individuals having Medicare Part B coverage. Al-
though only one disbursement of $35 for ambulance
service for one patient was identified in our sample,
Kane paid for ambulance services for 15 other patients
between November 5 and Decembee 26, 1975, with a sin-
gle check written against the patients' fund account.
Therefore, 16 patients paid $35 each, or $560, for
ambulance service. A Kane official told us he was
not aware that ambulance services were covered by the
Medicare Part B and Medicaid programs. In February
1977, however, other Kane officials told us that
Kane had begun to routinely bill Medicare for ambu-
lance services after we brought the matter to their
attention.

l/State regulations were revised effective Jan. 1, 1977, to
authorize the payment of both deductibles and coinsurance.
(See p. 13.)
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-- The State Medicaid program covers prosthetic devices
for categorically needy individuals. In addition,
the Medicare program covers prosthetic devices under
Part B. however, $54.90 was taken from a patient's
fund to pay a brace company's bill. The brace company
had refuseC to bill the Medicare program. We found
no evidence that Kane made any attempt to have the
p-ovider obtain payment fror, either the Medicare or
._,.icaid programs.

Although our sample of transactions was small, we found
it was Kane's general policy to pay billed charges from pro-
viders for services covered by the programs. According to
Kane officials, bills were accepted from providers because
they had been unable to get providers to bill the programs
directly. These officials believed they could use any pa-
tient's funds, except money accumulated from unspent portions
of the $25-per-month personal needs allowance, to pay for
covered medical care. In February 1977, however, other Kane
officials agreed with us that the patients' funds should not
be used to pay for covered medical care.

Patients' funds used to pay Medicare
deductible and coinsurance

Kane patients, eligible for Medicare Part B coverage,
paid a portion of the cost of medical services although
that portion is covered under Medicaid. Payment was made
through the patients' funds.

Most of Kane's patients are covered by Medicaid. Also,
many are 65 years or older and, therefore, qualify for
coverage under Part B of the Medicare program. 1/ Fnroll-
ment under Part B is voluntary, except that categorically
needy recipients are automatically enrolled by the State which
pays the Part B premiums. When a patient is eligible under
Medicare Part B and Medicaid, the cost of services is first
billed to the Medicare program. Payment under Part B is
limited to 80 percent of the allowable (reasonable) cost or
reasonable charges, after an annual deductible of $60. The
remaining 20 percent and the deductible are normally the
responsibility of the patient.

i/Some patients at Kane were covered by the posthospital
skilled nursing home benefits under Part A of Medicare.
However, during 1974 this coverage represented about
8,000 days or about 1 percent of the total patient days at
Kane.
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The State, through its HEW-approved State plan, ob-
ligated itself to pay the deductible and coinsurance for
cateqc¢rically needy recipients as well as other individuals
who ',' ntarily paid premiums for Part B. But, State regu-
lati Prohibited the payment of the Part B coinsurance,
in v., ion of the State plan, and limited payment of the
Part B deductible to an amount established on the State's
fee schedule.

Payment of the Medicare Part B deductible and coinsurance
by Kane Medicaid'patients also occurred because Kane accepted
and paid provider bills which the provider should have sent
to the State agency responsible for paying Medicaid bills.
Our sample showed that disbursements were made from four
patients' funds for Part B deductibles and coinsurance.

The following is an example of this misapplication of
patients' funds.

--A brace company made repairs to a brace and billed,
Kane $63. Kane accepted and paid the bill with
money from the patient's account and then sent the
bill to Medicare. Medicare deducted $60 and applied
it to the patient's deductible. Medicare paid the
patient 80 percent of $3.00 cz $2.40. The $2.40
was deposited in the patient's account. Nothing was
paid by Medicaid since the laim was not sen- to
the State agency. The 20 percent coinsurance would
not have been paid by the Staote since State regula-
tions in effect at that time incorrectly prohibited
payment of Medicare coinsurance although they pro-
vided for paying the deductible.

It wa~ Kane's standard practice to pay the Part B de-
ductible and coinsurance with patients' funds wherever pos-
sible. One significant example of Kane's practice was the
use of patients' funds to pay the deductible and coinsurance
on Medicare Part B payments of hospial-based physician
salaries. From 1972 to 1974, such erroneous payments from
patients' funds may have amounted to as much as $441,000.
(See ch. 3.)

State regulations were revised January 1, 1977, to pro-
vide that the State will pay for Part B coinsurance. How-
ever, like the deductible, payments will be limited to
amounts specified on the State fee schedules. Although
the revision of State regulations brought the State into
compliance with its State plan, both the providers and the
State will have to follow proper billing procedures to en-
sure payments are maae correctly by Medicaid.
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Patients' funds used to pay amounts
in excess of reasonable charges

Patients' funds were used to pay amounts in excess
of the reasonable charge determined by Medicare Part B. 1/
This situation occurred when providers submitted claims To
Kane, whether before or after payment by Part B. Kane as-
sumed the State agency's responsibility and made payment
with patients' funds.

State procedures require providers. to submit claims to
Medicaid. If payment is first made by Part B, the provider
must submit the claim to Medicaid with an explanation of
Part B benefits (routinely supplied by Medicare) and a State
claim transmittal form. Medicare Part B payment data is not
.ransferred directly to the State agency. Howeover, Kane ac-
cepted and paid the claims from the patients' funds and did
not submit them to the State agency. Furthermore, payment
could not be made to Kane or the patient because the State
would pay only the provider of services.

Under Medicare, Part B payments may be made to the
beneficiary or to the physician or others providing the serv-
ices. Payments made directly to the provider are on assigned
claims; that is, the provider bills Medicare Part B and agrees
to accept the reasonable charge determination as payment in
full. On assigned claims, the provider should not collect
from the patient any amount in excess of the portion of the
reasonable charge not paid by Medicare. If the provider does
not accept assignment, it is an unassigned claim. Under an
unassigned claim, the provider bills the patient and the pa-
tient in turn sends the bill to Medicare. The provider has
not agreed to accept the reasonable charge determination
and may collect an amount in excess of the Medicare reasonable
charge from the patient. Under Medicaid, by contrast, all
claims are, in effect, assigned claims because payment based
on Medicaid's maximum allowable fee is defined in State and
Federal regulations to be payment in full. In the case of
Pennsylvania Medicai. eligibles, the State is obligated un-
der its State plan to pay the patients' share not reimbursed
by Medicare up to the amount of the State's maximum fee.

Medicaid patients at Kane paid amounts in excess of
reasonable charge determinations or, both assigned and unas-
signed Medicare claims. The following examples of payments
were found in our sample of patient fund disbursements.

1/The Medicaid maximum allowable fee may not exceed the Medi-
care reasonable charge. (See p. 5.)
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-- A physician performed a surgical procedure on a Kane
Medicaid patient, covered under Part B, at another
area hospital. The physician submitted an assigned
claim with a total charge of $80. A charge of $40
was approved by Medicare, and since the deductible
had already been satisfied, Part B paid the physician
232. Instead of submitting a claim to the State for
$b, the physician sent a bill for $48 to Kane, which
paid it with the patient's funds. The patient, in
this instance, paid the $8 coinsurance plus $40 in
excess of the Medicare reasonable charge.

--A Kane Medicaid patient, covered under Part B, re-
ceived radiation therapy as an inpatient and out-
patient at another area hospital. The physician sent
a bill For $825 to the patient at Kane. The patient's
funds were used to pay the bill in full, and Kane
sent the unassigned claim to Medicare. A total of
$546 was approved--$320 for outpatient services and
$226 for inpatient services. Part B paid 80 percent
of the approved outpatient fee and 100 percent ofrthe
aproved inpatient fee for a total of $482. Kane
deposited the '482 in the patient's account. The
patient, in this instance, paid $64 coinsurance plus
$279 in excess of the Medicare rea onable charge.

Although our sample disclosed only two instances where
patients' funds were used to pay amounts in excess of Medi-
care reasonable charge determinations, it was Kane's general
policy to accept claims from providers either before or after
partial payment by Medicare. This policy circumvented State
regulations requiring the provider of services to submit claims
directly to the State agency. In addition, Kane's use of
Medicaid patient's funds circumvented the State's claim proc-
essing procedures for providers. Kane did not submit the
claim to the State after the providers were paid; and, evesi
if it had, State regulations restrict payment to providers
only.

UNDISTRIBUTED INTEREST

shen a patient entered Kane, a record was opened for
recording all receipts and disbursements on the patient's
behalf. Patients' funds were combined and deposited in a
general checking account.

In April 1970, Kane began investing otherwise idle pa-
tients' funds in interest-bearing savings certificates. The
interest income from these certificates was put into an
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interest-earning savings account. As of January 1976, pa-
tients' funds amounted to $1,317,983, of which $217,222
represented earned interert. Ponre of the earned interest
was ever distributedto individual patient's accounts.

In March 1976, wt! issued a report 1/ which stated that
HEW had not provided ¢he States with adequate guidance con-
cerning the management of patients' funds by nursing homes.
SRS had concluded at least as early as August 1975 that a
nursing home must not charge a fee for managing patients'
funds and that interest earned on patients' funds should
accrue to the individual patients. But over a year later,
in November 1976, Pennsylvania issued proposed regulations
which authorize fees for managing patients' funds and per-
mit nursing homes to use earned interest for special ac-
tivities benefiting all patients as a group or apply the
earned interest to each patient's account at the nursing
home's discretion. In February 1977, an HEW official told
us that HEW was preparing proposed regulations concerning
*the management and monitoring of patients' funds.

Kane's Executive Director told us that he agreed with
us that improvements have to be made in handling patients'
funds at Kane. Later, in Kane's formal comments on our draft
of this report, he indicated that an independent fiscal agent
would be used to handle patients' funds and that Kane had
established practices to eliminate the improper utilization
of patients' funds to pay for services covered by the Medi-
care and/or Medicaid programs.

CONCLUSIONS

The State followed a policy which is contrary to Fed-
eral regulations whereby, for the first 6 months of their
stay, Kane patients routinely accumulated personal income
for the purpose of maintaining a home. Most of Pane's pa-
tients were long term and physicians had not certified that
they were likely to be discharged within 6 months,. The
general application of the State's policy provided tunds to
patients which were not used for home maintenance.

Patients' funds accumulated for home maintenance were
used for (1) patients' services covered and payable by

l/"Improvements Needed in Managing and Monitoring Patients'
Funds Maintained by Skilled Nursing Facilities and Inter-
mediate Care Facilities,' MWD-76-102, Mar. 18, 1976.

16



either Medicare Part B or Medicaid, (2) patients' Medicare
Part B deductible and coinsurance which were payable by
Medicaid, and (3) the payment of amounts in excess of Medi-
care Part B reasonable charge determinations which were not
properly payable by patients or either program.

Kane's inappropriate use of patients' funds occurred
because:

-- Home maintenance allowances were improperly accumu-
lated due to State regulations which were in conflict
with Federal regulations.

-- Kane used the home maintenance allowances to pay for
what it incorrectly considered to be obligations of
the patients.

-- Kane (1) lacked understanding of the services covered
by Medicarepand Medicaid and (2) failed to follow
proper billing procedures for such services.

-- State regulations covering Medicare deductibles and
coinsurance for Medicaid patients did not comply
with the State plan.

-- Kane accepted payment responsibilities belonging
to the State agency.

If the home maintenance allowances for Kane patients
were discontinue , except in those cases in which a physi-
cian certifies that a patient is likely to return home
within 6 months, most patient income over the $25 personal
needs allowance would be applied to nursing home care. This
would have reduced the amount of costs for Federal and
county financial participation in nursing home care.

By properly applying the Federal regulations on home
maintenance allowances, the Federal share ot Medicaid nurs-
ing home costs could be reduced by as much as $400,000 an-
nually ($73.,000 X 55 percent). The actual dollar impact
on the Medicaid~program in the aggregate, however, is less
than $732,00nf because a portion was used to pay for other
medical services which should have been paid for by the
Medicaid program but were not.

In many instances, Kane was spending patients' funds
without proper authorization and was not giving patients or
their representatives an accounting of transactions made
on the patients' behalf. In addition, a substantial amount
of earned interest has never been distributed to patients'
accounts due, we believe, to HEW's failure to publish regula-
tions concerning the management and monitoring of patients'
funds.
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RECOMMENDATIONS

We recommend that the Secretary of HEw require the Ad-
ministrator of HCFA to:

-- Direct the State to amend its State plan and regulations
and stop requiring the accumulation of home maintenance
allowances at Kane except where the home maintenance
allowance is justified according to Federal regulations.

-- Direct the State to make sure that Kane patients get tte
required quarterly accounting of their personal needs
accounts and that Kane get proper prior authorizations
for expenditures from those personal needs accounts.

--Require the State, Kane, and other providers of serv-
ices to Kane patients to follow proper Medicaid bill-
ing procedures.

-- Assure that money earned through the investment of
patients' funds in fairly distributed;

HEW COMMENTS

HEW generally agreed with our conclusions and recommen-
dations. The one exception concerned home maintenance allow-
ances. HEW agreed that the State did not meet Federal re-
quirements, but did not believe that it could disallow
federal financial participation as we had proposed since
Pennsylvania's State Medicaid plan did not require the
certification of a physician that an individual is likely
to return home within 6 months. HEW promised to instruct
the State to correct its State plan to comply with Federal
regulations. Since the requirements of 45 CFR 248.3(b) are
applicable to the State cf Pennsylvania, we do not believe
that the problems involv:.ng the accumulation of the home
maintenance allowance are caused solely by the failure of
the State plan to require a physician to certify each pa-
tient as likely to return home within 6 months. The home
maintenance allowances were accumulated because the State
required them to be accumulated. We are willing to accept
HEW's promised action regarding the improper accumulation
of home maintenance allowances, but we do not agree that
the home maintenance. allowances are improperly accumulated
due to that defect in the State plan cited by HEW. The plan
authorizes the allowance only for those persons expected
to return home within 6 months, although it fails to men-
tion physician certification as the method of confirming
the expectation that the patitnt will return home within 6
months. The State plan does not authorize inappropriate
accumulations.
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CHAPTER 3

CHARGING MEDICI.%E AND MEDICAID FOR THE 0
SAME SERVICES RESULTED IN OVERPAYMENTS

BY THE FEDERAL GOVERPIMENT

From 1972 through 1974 Kane received overpayments of more
than $510,000 for the Federal share of its Medicaid costs be-
cause Kane incorrectly claimed more than $942,000 of facility-
based pbysician service costs which had been reimbursed by
Medioard Part A. In addition, about $145,000 in Federal
overpayments resulted because $262,000 in X-ray and labora-
tory costs were reimbursed by Medicare Part B but were not
considered in calculating Medicaid costs. Kane may also
have collected as much as $441,000 from patients' personal
funds for facility-based physician service costs and $160,000
in X-ray and laboratory costs which were also reimbursed
through its Medicaid cost report. These collections from
patients' funds were for the deductible and coinsurance amounts
not reimbursed by Medicare Part B.

PAYMENTS OF FACILITY-BASED PHYSICIAN
SERVICES UNDER MEDICARE AND HEDICAID

Kane employed about 30 full-time and part-time doctors
and had agreements with a number of other area doctors who
provided services on a fee-for-service basis. These doctors
are "facility based" and their salaries and fees were allow-
able costs under both Medicare and Medicaid. lowever, as
explained below, Medicare Part B reimbursements for the
cost of services to individual patients should have been off-
set against costs claimed for reimbursement under Medicaid.

Medicare pays for facility-based physician service costs
in two ways. Part A pays for the cost of administrative and
supervisory services which benefit patients as a group, and
Part B pays for the costs of professional medical services
provided to individual patients. Medicaid, by contrast, does
not make this distinction between administrative and profes-
sional medical services in calculating reimbursement for
facility-based physician services. Medicare Part B reimbur-
ses Kane for physicians' professional services provided to
patients for those days of skilled nursing care covered un-
der Part A. In addition, Part B reimburses Kane for physi-
cians' professional services provided to patients for those
days of skilled or intermediate nursing care covered under
Medicaid, if the patient is also eligible for Medicare Part B.
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'For 1974 Medicare's paying agent (or "carrier") approved
a reimbursement rate of $.71. per day for each patient eligible
for Part B physician services. Kane's Ipproved billing to
Medicare Par'-, ,as $409,382 for about 581,000 days of care,
of which abb,e 573,000 days were for patients covered by Med-
icaid &nd Part B. Kane was paidcWly $295,618 because reim-
bursement under Part B was limitle to 80 percent of the amount
approved for payment after reductions foroeach patient's an-
nual deductible of $60.

Under the Medicaid program, payments to Kdne were based
on audited costs certified by the State Auditor General.
Kane's 1974 certified costs for skilled and intermediate
nursing care were $23.60 and $15.24 per day, respectively.
Kane's 1974 Medicaid cost report should have offset the cost
of facility-based physician services bj the applicable Medi-
care reimbursement. However, Kane's 1974 Medicaid cost re-
port included the tctal cost incurred for facilty-based
physician services, although $295,618 had already been reim-
bursed by Medicare Part B. As a result, Kane was paid twice
for facility-based physician services for each day these
services were provided to a Medicaid patient who was covered
by Part B. The Federal share of the 1974 overpayment was
$160,331 ($295,618 X 55 percent). 

We examined the same sets of records for 1972 and 1973
and identified overpayments in both years occurring for the
same reasons as in 1974. Overpayments of more than $510,000
of Federal funds for 1972 through 1974 are shown in the fol-
lowing table 

Facility-based physician Federal share
service costs for Medicare of estimated
Part B payments (note a) Medicaid

Year Billed Allowed -Paid overpayments

1972 $ 551,419 $ 538,714 $327,036 $177,371
1973 436,291 435,896 319,473 173,269
1974 409,583 409,382 295,618 160,331

Total $1,397,293 $1,383,992 $942,127 s510,971

'a/These amounts do not include smaller sums billed to and
paid by another Medicare carrier. Therefore, estimated
overpayments are slightly understated.

When we first discussed these overpayments with Kane of-
ficials in mid-1976, they acknowledged that there was a dup-
licate payment, but they claimed that it was standard practice
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and had the State's approval. 1/ In February 1977, we dis-
cussed a draft of this report with other Kane officials and,
as indicated in Kane's comments, they.were not convinced
that the overpayments had occurred.

BEFFECT OiP ATINIS' PFUNDS

When Medicare reimbursed Kane for facility-based physi-
cian services under Part B, the actual payment was limited
to the amount approved for paliment, less the $60 deductible
and 20 percent coinsurance. For example, for one Medicaid
patient covered by Part B, Kane billed the Medicare carrier
for 273 days of care at the approved billing rate of $.71 per
day. The carrier's payment to Kane was computed as follows:

Allowed at the per diem rate $193.83
Less annual deductible 60.00

Balance 133.83

Total Medicare payment to
Kane (80 percent of bal-
ance) $107.06

The amount not paid by Medicare ($86.77 representing the
deductible and 20 percent coinsurance) was deducted from the
patient's personal needs account. The standard practice at
Kane at the time of our review was to recover the deductible
and coinsurance from patients whenever patient money was
available. This practice had the effect of Kane's recovering
the amounts not reimbursed by Medicare Part B from both
the patient and Medicaid since it was Kane's practice to in-
clude the total cost incurred for facility-based physican
services in its Medicaid cost reports.

For 1972 through 1974, Kane may have collected from the
patients' funds as much as $441,000--allowable facility-based
physican cost less Medicare Part B payments. Any part of the
$441,000 not collected by Kane represents approved Medicare
Part B billings not paid to Kane because of deductibles and
coinsurance applying to patients who did not have enough
money in their personal ,eeds accounts.

1/A State official told us that the duplicate payments did
not have state approval. He said that one reason that the
State has difficulty in detecting such overpayments is the
failure of Medicare to share the results of its audits of
Medicare cost reports with the State. (See p. 24.)
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PAYMENT OF X-RAY AND LABORATORY
COSTS UNDER MEDICARE AND MEDICAID

Unlike many nursing homes, Kane maintained X-ray and
laboratory departments to provide services to its inpatients.
The costs of these departments were included in the Medicaid
per-diem rates. Medicare pays for these costs in two ways.
In addition to X-ray and laboratory services provided to
Medicare inpatients under Part A (and paid by Part A), par-
ticipating institutions may also receive payment under Part B
for such services provided to inpatient beneficiaries who
are not eligible inpatients under Part A. These payments,
which are on a cost basis, are administered by the same
paying agent (intermediary) that administers the payments,
.udits, and cost settlements under Part A.

Kane had claimed reimbursement for the costs of the in-
patient X-ray and laboratory services covered by Part B, but
the allocated costs and the related payments were not consid-
ered in calculating Medicaid's reimbursable costs. As a re-
sult, the costs allocated to Medicare Part A and B and tc Med-
icaid substantially exceeded the total costs of providing
X-ray and laboratory services at Kane, including those pro-
vided to any inpatients not eligible for either Medicare or
Medicaid.

For example, our comparisons of the audited 1974 cost
reports for Medicare and Medicaid showed that the costs al-
located to these programs were about 160 percent of the
total costs of these departments as follows.

Total costs of X-ray and laboratory
departments (as per Medicare) $288,400

Costs allocated to Medicare:
Part A $ 5,500
Part B (note a) 171,600 177,100

Costs allocated to Medicaid 280,900

Costs allocated to Medicare
and Medicaid 458,000

Costs allocated to Medicare and Med-
icaid in excess of total costs $169,600

a/Based on 1973 costs claimed and audited in 1974 because Kane
has generally been one year behind in its Part B ancillary
service billings.

22



while Medicaid and Medicare Part A theoretically paid for
the costs of the services provided for the inpatient days
covered by the respective programs, the cost allocated to
Part B had the effect of duplicating or overlapping the costs
allocated to Medicaid.

For the period 1972 through 1974, the X-ray and labora-
tory costs allocated to Medicare Part B totaled about $442,000.
Because the Part B inpatient X-ray and laboratory services
were subject to the lame deductible and coinsurance provisions
as the facility-based physician services, $262,000 of the costs
was paid by the intermediary and the remaining $160,000 was
charged to Zhe patients and may have been collected by Kane
from the patients' funds.

The Federal share of the $262,000 paid by the intermedi-
ary but not considered and deducted in determining the Medi-
caid payment rates was about $145,000.

In addition to the $422,000 in Part B inpatient X-ray
and laboratory costs (discussed above) applicable to 1973,
1972, and 1971, the Medicare intermediary records show that
for the 1972 reporting period, Kane filed and settled claims
involving Part B inpatient X-ray and laboratory costs, total-
ing about $263,000 for 1969 and 1970.

In commenting on the general subject of duplicate bill-
ing under Medicaid and Medicare (see app. I), Kane advised us
that

"We do not believe that duplicate billing by us
has taken place to the Medicare and Medicaid
Programs. In the absence of proper documenta-
tion for previous years' cost reports it is im-
possible for us to completely verify the multiple
billing practices which would show that total rev-
enues and total expenditures were completely in
order and within the law and regulations. We are
confident, however, that no erroneous paym3nts
were made from patient funds but that any payment
problems were to the detriment of the County tak-
payers' dollar and not to Federal, State or pa-
tient monies.*

As discussed above, our analysis and comparison of the
audited Medicare and Medicaid cost reports on which final pay-
ments to Kane were based, showed that duplicate charges and/or
overlapping allocation of costs did occur with respect to Med-
icaid and Part B of Medicare, and that it was to the detri-
ment of the Federal Government.
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LACK OF AUDIT COORDINATION
BETWEEN MEDICARE AND MEDICAID

Within HEW, the Social Security Administration had pri-
mary responsibility for administering the Medicare program.
On March 8, 1977, this responsibility shifted to HCFA. HEW
hascontracted with various private organizations--such as
Blue Cross--to act as intermediaries in the administr:tion
of Medicare Part A payments to institutional providers as
well as Medicare Part B payments for outpatient services and
inpatient ancillary services not covered by Part A. In ad-
dition, other private organizations--such as Blue Shield--
act as carriers and administer Medicare Part B, making pay-
ments to providers, such as physicians, laboratories, etc.

Under Medicare, skilled nursing care, as provided by
Kane, is reimbursed on the basis'of reasonable costs which
are shown on the Medicare cost report. Kane's cost report
had been audited by a Medicare intermediary. For cost ele-
ments such as facility-based physician salaries, the interme-
diary reviews nursing home costs and advises Medicare Part B
carriers of the share of physician professional medical serv-
ice costs attributable ,to Part B.

In Pennsylvania, payment to county nursing homes for
Medicaid patient care is based on costs filed by the nursing
home with the State Auditor General. Payment of the Federal
share of Medicaid costs is based on the State Auditor General's
audit of the Medicaid cost report. However, Medicare cost re"
ports and reimbursement data is not routinely made available
to the State Auditor General. As our findings above illus-
trate, proper reimbursement under either program cannot be as-
sured without comparison of audit reports, findings, and pay-
ment data.

CONCLUSIONS

Kane was overpaid about $655,000 for the Federal share
of Medicaid costs for 1972 through 1974 because proper ad-
justments were not made for Kedicare Part B payments for
facility-based physician service costs and for X-ray and lab-
oratory costs. In our opinion, these overpayments were not
detected because Medicare and Medicaid reimbursement data
was not exchanged between the programs.

In addition, Kane's recovery of deductible and coin-
surance amounts, not paid by Part B, from patients' funds
also resulted in duplicate reimbursement of these amounts.
Kane could have collected as much as $601,000 from the
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patients' funds from 1972 through 1974. Medicare Part B de-
ductibles and coinstrance for Medicaid eligibles are properly
chargeable to the State Medicaid program. (See p. 12.)

RECOMMENDATIONS

We recommend that the Secretary of HEW require the Ad-
ministrator of HCFA to:

-- Direct the State to offset Medicare Part B payments
for facility-based physician services against Kane's
Medicaid reimbursement for the cost of those services.

-- Direct the State to recompute the Federal share of the
Medicaid payments after considering and deducting the
X-ray and laboratory costs allocated to and paid under
Medicare Part B.

--Recover the Federal share of Medicaid overpayments to
Kane.

-- Assure that collections from Medicaid patients at Kane
for Medicare Part B services cease and that restitu-
tion be made to living patients and the issue of re-
stitution to discharged patients and the estates of
deceased patients be dealt with according to Pennsyl-
vania law.

-- Provide for the exchange of audit information between
the Medicare intermediary and the State Auditor General.

HEW COMMENTS

The issue of the duplicate or overlapping allocation of
X-ray and laboratory costs to Medicare Part B and Medicaid had
not been included in the version of the report reviewed by
HEW, because the audited cost reports obtained from Kane did
not include those portions pertaininr to the Part B settle-
ment. The information was subsequently obtained from the
intermediary. Therefore, HEW did not have an opportunity to
respond to the related recommendation. However, with re-
spect to the remaining reconmendations, HEW generally agreed
to recompute the amounts Kane should have received under Med-
icaid from 1972 forward and to disallow the Federal share
of the overpayment that occurred.

With respect to the exchange of audit information be-
tween the Medicare intermediary and the State Auditor General,
HEW pointed out that for the past 4 years HEW had made ex-
tensive efforts to work out a common audit agreement with the
State but that such efforts had been unsuccessful.
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CHAPTI' 4

STAFFING PRACTICES AT KANE HOSPITAL

we reviewed Kane's staffing practices and related
recordkeeping and found:

-- In an unannounced check all employees in a random sam-
ple of employees were on the job or otherwise ac-
counted for.

-- The number of general care nursing hours provided to
the patients did not meet State minimum requirements.

--Certain part-time employees worked without contracts
and received county pension benefits on a basis dif-
ferent from other part-time nospitai employees with-
out concurrence of the county retirement board.

RESULTS OF TIME AND
ATTENDANCECHECK

we made an unannounced time and attendance check of
Kane's employees to determine whether the employees were
properly accounted for. We Selected a random sample of the
1,834 full-time and part-time employees on Kane's payroll
as of March 27, 1976. Our sample included professional and
nonprofessional employees; persons working on each of three
shifts; and administrative, clinical service, food service,
and maintenance employees.

All employees in the sample were either on the job or
properly accounted for.

NUMBER OF GENERAL NURSING CARE
HOURS PROVIDED EACd DAY

State and HEW reviews have identified a lack of suffi-
cient nursing staff as a major problem at Kane. Our review
snowed that during a 2-week period, the number of geeral
nursing care hours provided by Kane to skilled and inter-
mediate care patients did not meet State minimum require-
ments.

Effective January 1, 1976, Pennsylvania's Department
of Public Welfare required nursing homes to provide a mini-
mum of 2.50 hours of general nursing care per day for each
skilled care patient and 1.75 hours for each intermediate
care patient. we analyzed in each ward the number of general
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nursing care hours Kane provided skilled and intermediate
care patients on all shifts between February 15 and 28, 1976.
Our analysis showed the Lollowing:

Average number of hours
of general nursing care

per day
Requireid Provided

Skilled care patients:
Tower complex 2.50 2.21
Convalescent areas 2.50 2.27
Female infirmary 2.50 1.86
Male infirmary 2.50 2.16

Intermediare care patients:
Female infirmary 1.75 1.40
Male infirmary 1.75 1.19

In June 1976, the State revoked Kane's license to
operate and issued a provisional license on the grounds that
Kane did not meet the State's minimum requirements for the
number of hours of general nursing care for skilled and in-
tetmediate care patients. In February 1977, a Kane official
told us the provisional license had been extended bases on
a reinspection of Kane in December 1976. Kane further staied
that the patient care nursing hours issue has been resolved
by a slow progressive increase in staff and a slight decrease
in the number of patients serviced so that Kane was within
5 percent of being fuily staffed to meet all requirements.

RETIREMENT BENEFITS FOR CERTAIN
PART-TIBE EMPLOYEES

At the time of our review, Kane employed seven doctors
on a part-time basis. Since Kane did not have written con-
tracts with them, there was no criteria to judge whether
these part-time doctors met their commitments to Kane or
Kane to the part-time doctors.

Timesheets kept at the work stations showed that the
part-time doctors worked less than 40 hours a week. How-
ever, other records in the payroll department listed the
part-time doctors as employees working 40 hours a week.
Kane officials told us that payroll records were adjusted
to show the part-time doctors as full-time employees in
order for them to qualify for Allegheny County retirement
benefits after 8 years of employment at Kane. We were
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told that this procedure was followed in order to get doctors
to worK at Kane on a part-time basis since the pay by itself
was not adequate and the added inducement of a county pen-
sion was necessary. On the basis of actual hours worked for
the entire year of 1974, tnree doctors were paid average
hourly rates of $65.32, $49.45, and $32.35.

To meet tne minimum length-of-service criteria for the
Allegheny County retirement system, employees must have been
employed full time for 8 years or for the part-time equiva-
dent of 8 years. Since a full-time employee works 40 hours
per week, then a part-time employee who worKS 20 hours per
wueK would have to work 16 years to work the equivalent of
8 years full time. In each year, the 20-hour-per-weeK em-
ployee would earn 0.5 years of service creditable to re-
tirement. If the part-time doctors were held to tne same
eligibility standards that all othdr participating part-
time employees adhere to, during 1974 three doctors whose
timesheets we examined would have earned creditable serv-
ice of 0.106, 0.084, and 0.126'years each rather than a
full year each.

At Kane, some part-time employees are given the option
of participating in the retirement plan or not as they
choose, e-aen though it is mandatory for. all.'l/ Depending
on salary level, both fdll-time and participating part-
time employees pay from 5. to'10 percent Of their gross sala-
ries into the retirement fund with the county matching em-
ployee contributions dollar-for-dollar. Since the part-
time doctors, like any other part-time employees,'must
participate in the retirement plan and since contributions
depend on salary and not hours worked, Medicaid reimburse-
ment of the county's contribution to the retirement fund
is proper and does not represent an overpayment by Medicaid.

Pennsylvania statute assigns to the directors of the
Retirement Board of Allegheny County the responsibility of
defining eligibility for retirement. we asked an official
of the retirement board whether or hot the board wasaware
of and approved of Kane's reporting the part-time doctors
as full-time employees. This Official indicated he was
not aware of the practice and was not prepared to comment

i/According to a retirement board official, new part-time
employees may waive participation for the first 6 months
of part-time employment. After that, participation is
mandatory.
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on it at that time. Kane's personnel regulations acknowlege
that the Board is the proper agency to make eligibility
determinations.

In our opinion, Kane and the part-time doctors should
have written contracts or other suitable written agreements
to spell out their mutual responsibilities. If it is deemed
necessary to provide these part-time doctors with retirement
benefits on a basis ordinarily applicable only to full-time
employees, this provision should be made a part of the con-
tract. Furthermore, we believe that Kane should get the
written concurrence of the Retirement Board of Allegheny
County if it is to offer pension benefits to certain em-
ployqes on a basis different from other hospital employees.

In February 1977, Kane officials supplied us with
copies of letters of understanding between Kane and two of
the three part-time doctors mentioned above. All areas of
concern noted above are covered by these letters of under-
standing except for pension benefits. In commenting on
this matter, Kane indicated that the retirement board would
be asked to resolve the question of retirement credits.
Also, according to Kane's Executive Director, the practice
of reporting the part-time doctors as full-time employees
was stopped during the fall of 1976. The letters of under-
standing call for the two part-time doctors to work an
average of 16 hours per week. At that rate, each part-
time doctor would earn creditable seraie for retirement
of 0.40 years per calendar year.
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CHAPTER 5

SOLICITATION OF FAMILY CONTRIBUTIONS

Kane solicited contributions from relatives of certain
patients and the amounts obtained were used to reduce Medi-

caid's cost of caring for these patients. The Federal Gov-

ernment and Allegheny County shared in this cost reduction.

FAMILY CONTRIBUTIONS

Federal regulations do not prohibit nursing homes from

seeking financial contributions to help defray the cost of

caring for patients. However, Federal regulations (45 CFR

248.10(c)(5)) provide

*No person unrelated to the applicant or recip-
ient is held financially responsible for him;
nor is any condition of eligibility imposed
that holds a relative responsible who is not
the spouse of the individual who needs medi-
cal care or service, or the-parent of such
individual, who is under 21, or is blind, or
is permanently and totally disabled."

According to State regulations

"Certain relatives not living with the appli-
cant group are obligated under the Support
Law to provide for their kin if they are
financially able. For Medical Assistance,
these relatives are spouses and parents
(natural or adoptive) of unemancipated minor
children."

On March 15, 1976, the State Department of Public

Welfare issued a clarification of policy memorandum which

said in part

"The adult children or spouse of an
eligible recipient may not be contacted,
solicited, or requested to supplement a
Medical Assistance payment. A Medical
Assistance payment, whether or not it
covers the full cost of care, constitutes
full payment by the Department on behalf
of a recipient. Adult children may not be
contacted for such financial support under
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any circumstances for a person wno is cur-
rently eligible or has filed a pending appli-
cation for Medical Assistance.

"Adult children and other relatives and
friends of a patient may maKe voluntary con-
tributions to a facility if offered freely
under their own volition. * * * Such contri-
butions will be considered income which re-
duces the Medical Assistance payment."

Kane solicited contrioutions from relatives of certain
patients. The contributions were used to reduce the Federal
and Allegheny County shares of the cost of Kane patients'
care and not &s a supplement to the Medical Assistance pay-
ment. During May 1976, Kane received contributions of
about $4,700 for 106 patients. Most of the contributions
were from sons and daughters of patients and were considered
by Kane officials to be voluntary.

Before a patient is admitted to Kane, the patient or
the patient's representative completes a preadmission appli-
cation. One section of the application asks for income
information about members of the patient's immediate family.
If Kane believed the i.,ume information indicated one or
more members of the family might be willing to make a con-
tribution on a 1-time or continuing basis, Kane contacted
the family member(s) to determine if they would contribute
to the cost of caring for the patient. According to a re-
sponsible Kane official, the persons solicited were told
that the contribution was voluntary and did not affect when
or whether a patient was admitted and, once admitted, the
kind of care the patient received.

we interviewed five people in June 1976 who were con-
tributing to a Kane patient's care. All persons interviewd
stated they felt that the quality of care their relative re-
ceived at Kane was not dependent upon their contributions.
However, contributors may not be fully advised by Kane that
contributions are voluntary since none of the five contrib-
utors was aware that under:Federal regulations they were
not obligated to make contributions and two said they had
felt pressured to contribute. Kane generally sent its
regular contributors monthly reminders of the promised
contributions.
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CONCLU8IONS

Kane Hospital properly credited the Medicaid program
for contributions from relatives of patients. It di'.d not
appear 'to us,. however, that Kane representatives baidfully
informed the five relatives we interviewed that contribu
tions are supposed to be voluntary. In commenting on this
matter in February 1977, Xane indicated that it no longer
bills patients' families for services rendered. According
to a Kane official, the 'billings, referred to were the
monthly reminders of the promised contribution.
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APPENDIX I APPENDIX I

All ong Qlnmb 3nsfituttn ]gtsrit
Emtmv aad Adm~iuWrain, Om

am FLrCnA Thonas J. Foerster Robert N.Peirce, Jr.

mnlFUW La. rOm JOHN J. KANE HOSPITAL
a mik~ VAm"Au 10t*. PiTTeUN. PNI"WLvi1k1 toi4)-. thlOlwl !eas -OOo

Fdbruary 8,. 1977

Mr. Gregory J. Mart, Director
United States G6neral Accounting Office
Wlshington, D.C. 20S48

Der Mr. Ahart:

The enclosed is our formal response to the draft of your report on
Kane Hospital as presnted to us for comment. Various appendices have been
previously sbimitted to your staff and are accompanying this letter to support
the positions we are taking.

1. We appreci'ce the fact that your staff has verified that all em-
ployees e.; properly working at Kane Hospital and can assure you
that this verification continues.

2. We appreciate the fact that you have pointed out that the State
has improperly adMinistered their own Medicaid plan and thus have
not allowed us in the past to bill them for co-insurance and deductible
item as called for in the Federal Health Insurance Regulations. We
are pleased tu see that the Comnonwealth has promulgated regulations
specifically correcting this error. We have also instituted practices
which wil completely eliminate improper utilization of patient funds
to pay for services covered by the Medicare and/or Medicaid Program.
Previous confusion at all governmental levels about this procedure
has been clarified for us and we have subsequently changed our own
Internal practices to conform with all applicable laws.

3. We have accepted the requirement that patients' funds should be ad-
ministered by independent fiscal agents and that a proper report of
their individual ,.counts should be available. Negotiations with
local financial institutions are in process and we are confident that
by Mrch 15, 1977 arrangements for the redistribution and accounting
of each patients' mones will be in place.
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APPENDIX I APPENDIX I

ALLEGH ENY COUNTY. INrTITUTION ISTIRICT

Mr. Grecry. J. Ahart, Director
Page 2
February 18, 1977

4. We have eliminated all billing to patients' families for services
rendered at Kane since such billing is illegal under present Medicaid
laws and regulations.

5. ie do not believe that duplicate billing by us has taken place tothe Medicare and Medicald Programs. In the absence of proper documen-
tation for previous years's cost reports it is Impossible for us tocompletely verify the multiple billing practices which w.uld show.that total revenues and total expenditures were completely in order andwithin the law and regulations. We are confident, however, that noerroneous payments were made from patient funds but that any payent
problems were to the detriment of the County taxpayers' dollar and notto Federal, State or patient monies.

6. The accurulation of interest in patient accounts is still to be re-* solved through proper Involvement of the courts and the Comronwealth ofPennsylvania as it relates to escheat laws. No decision has been madeup until the present time, although the procedures mentioned above willassure proper distrluwtion from this point forward.
7. All part-time employees are now functioning elther rs properly salaried

and/or with contracts or appropriate agreements as to working relation-ship. The problem of retirement credits must be resolved by the Allegheny
County Retirement Board and they will be asked to do so.

8. Th patient care nursing hours issue has been resolved by a slow pro-gressive increase In staff and a slight decrease in number of patientsserved daily. We were 100% deficient in the Spring of 1976 and we arenow within 5X as of this dote of being fully staffed to meet all require-
wants. In fact, on many shifts we have greatly exceeded the total nursinghours required.

Lastly, let me thank you for the cooperation and interest extended by yourstaff in our attempt to clarify the Kane operation and our relationship with Stataand Federal programs.

Sincerely,

ALLEGHENY CONTY I~STTUTION DISTRI

t WphW. Lenhardt
Executive Director

SL./imh

cc: Mr. Edrd G. Herron
Mr. Edwrd Murphy
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APPENDIX II APPENDIX II

'4
COMMONWEALTH OF PENNSYLVANIA

DEPARTMENT OF PUBLIC WELFARE
HARRISBURG

FRANK S. SEAL February 10 1977 TELEPH3NE NUMBER
SECRETARY ruary , 7-00, 77-300

AREA CODE 717

Mr. Gregory J. Ahart
Director
United States General Accounting Office
Human Resources Division
Washington, D. C. 20548

Dear Mr. Ahart:

This will refer to the GAO draft report on Medicaid
Payments at John J. Kane Hospital, Allegheny County, Pennsylvania.

The following comments are made on the contents of
the draft report:

1. Page 3a - Paragraph 3, "Relationship between
Medicaid and Part B of Medicare" should be clarified to refer
to services of independent physicians who are not employed or
compensated through the nursing home as they relate to the
Pennsylvania Medicaid Program. Unlike Medicare, our Medicaid
Program allows cost reimbursement for physicians who are employed
or under contract with Kane Hospital. For further clarification,
a separate section should be added to page 4a covering Medicare
Part A coverage as a third party resource. Pennsylvania requires
that a nursing home bill Medicare Part A for the allowable per
diem reimbursement prior to any claim for payment under Medicaid.

Pages 3a, 4, and 4a have little or no impact
under the Pennsylvania Medical Assistance Program since we pay
for physicians services as part of the per diem rate and not
under Part B of Medicare.

2. Page 4a - Reference is made on page 4a to
Medicaid's "reasonable charge determination"; the words "maximum
allowable fees" should be used instead of "reasonable charge
determination" since our payments are not based on reasonable
charges.

3. Page 4a - The sample calculation implies that
DPW has a maximum fee of $9.00 for a physician's office visit;
it is suggested that the example show our $6.00 maximum physician
office visit fee.

4. Page 14, second paragraph - Many are 65 years
or older and, therefore, qualify for coverage under Part B and
Part A of the Medicare Program.
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APPENDIX II APPENDIX II

Mr.'Gregory J. Ahart - 2 - February 10, 1977

5. Page 18 makes various.references to Medicaid
"reasonable charges" which should be changed to maximum fees.

6. Page 19, last paragraph - It is not reasonable
to expect county institutions to comply with Section 7414.2
of the DPW Manual. regarding distribution of interest on patient
personalVaccount funds in State Mental Institutions. Kane
Hospital and other private or county facilities do not receive
or are governed by DPW general regulations. Therefore, we
suggest that this paragraph be deleted.

7. Chapter II contains various references to
State policy and regulations permitting excessive accumulation
of patient's funds that could be applied to the cost of nursing
care. This impression is inaccurate and contrary to Federal
and State regulations, which permit the accumulation of patient
personal funds. The statement on page 11 improperly cites
savings of $400,000 annually as a reduced Federal share of
Medicaid costs.

8. Chapter II also states in various places that
the State is not complying with its approved State Plan by
not paying for Medicare Part B Co-Insurance. Our approved
State Plan through May, 1974 only obligated the Department to
pay for deductibles and cost-sharing requirements not co-insurance.
The pre-print State Plan filed in June, 1974 required co-insurance
payments. Due to State budget limitations, the implementation
of the expanded payments was delayed until January 1, 1977.

Othprwise, we do not have any other coummnts on the
draft report and appreciate the opportunity to react to it.

Very truly yours,

Frank S. Seal

GAO note: Page numbers in this appendix may not correspond
to page numbers in this final report.
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APPENDIX III APPENDIX III

DEPARTMENT OF HEALTH. EDUCATION. AND WELFARE
OFFICE OF THE SECIETARY

WASHINGTON. D.C. a01

MAR 4 1977

Mr. Gregory J. Ahart
Director, Ruman Resou'ces Division
United StatU General
Accounting Office

Washinoton, D.C. 20548

Dear Mr. Ahart:

The Secretary asked that I respond to your request for our coements
on your draft report entitled, "ed to Improve ManagemOnt of
Patient Monies did Medicaid Paymnts at John J. Kene Hospital,
Allegbeny County, Pennsylvania." The enclosed coents represent
the tentative position of the Department and are subject to
reevaluation when the final version of this report is received.

We appreciate the opportunity to coansnt on this draft report before
its publication.

Sincerely yours,

i n er tr, Comptroller

Enclosure
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APPENDIX 'III APPENDIX III

Comnts of the Department of Sealth, Education and Welfare
on the Comptroller General's Draft GAO Report, "Need to Improve
Manaiement of Patient Monie _and Medicaid Payments at John J.Kane
osopital. Allegheny County, Penanylvania" dated January 21, 1977.
5164031(3)

GAO RECOMHENDATION:

The Secretary of HEW should require the.Administrator
of the. Social and Rehabilitation Service to:

-- disallow Federal financial participation in the cost
of nursing care due to the existence of home maintenance
allowances at Kane except where the hose maintenance
allowance is justified according to Federal regulations.

DIPAITHENT COSNINT:

We do not concur.

The Pennsylvania Title XII State plan effective January 1, 1974,
allows $166.00 a month for maintenance of a home for an
institutionaliaed individual without dependents who is
expected to return to his or her home within six monthe.

The State plan does not require the certification of a physician
that such individual is likely to return to the bomo within
such temporary period. The State has failed to comply with
State plan operational requirements 45 Clr 248.3(b)(4)(ii).
The failure of the State to comply with these requiremeqs in
the regulations would be the basin for compliance action. The
Department does not have the authority under 45 cnI 248.3(b)(4)(ii)
or 45 CFi 248.4 to disallow Federal financial participation
in the increased cost of nursing care due to the existence of
hose maintenance allowances at Kane.

The Regional Commissioner will be directed to instruct the
State of Pennsylvania to take the following action to meet the
requirements of the Federal regulations:

a. The State must correct its State plan operational
requirements to comply with the Federal regulations which
require a physician to certify that an institutionalised
individual is likely to return to the home within the
six month period before an allowance for home maintonance
is deducted from patients' income that would otherwise
be used to pay for medical care.

b. The State must insure that all facilities providing
institutional care under it. title XIZ prograe comply
with the requirements of 45 CnR 248.3(b)(4)(ii) and (5).
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APPENDIX III APPENDIX III

GAO RECOMMENDATION:

The Secretary of HEW should require the Administrator of
the Social and Rehabilitation Service to:

-- direct the State to insure that Kane Hospital patients
get the required quarterly accounting of their personal
needs accounts and that Kane Hospital get proper
authorizations for expenditures from thLae accounts.

DEPARTMENT COMMENT:

We concur.

The Regional Commissioner will be directed to instruct the
State that it must insure that Kane Hospital comply with
20 CFR 405.112(k)(6) and 45 CFR 249.12(a)l(iii) which require
participating facilities to maintain on a current basis a
written account of each patient's personal funds.

GAO RECOMMENDATION:

The Secretary of HEW should require the Administrator of
the Social and Rehabilitation Service to:

-- require Pennsylvania to pay Medicare Part B deductible
and coinsurance according to its State plan.

DEPARTMENT COMMHNT:

We concur.

We have been informed that Pennsylvania is making the necessary
changes in its State regulations to comply with this recommendation-
The Regional Commissioner will be directed to follow-up on this
recommend&tion to insure that the State has implemented it.

GAO RECOMMENDATION:

The Secretary of HEW should require the Administrator of
the Social and Rehabilitation Service to:

-- require the State, Kane Hospital, and other providers of
services to Kane Hospital patients to follow proper
Medicaid billing procedures.

The Secretary of HEW should require the Administrator of
the Social and Rehabilitation Service to:

- assure that collections from Medicaid patients at Kane
Hospital for Medicare Part B services cease and that
restitution be made to living patients and the issue of
restitution to discharged patients and the estates of
acceaaed patients be dealt with according to Pennsylvania law.
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APPENDIX III APPENDIX III

DEPARTMENT COMMENT:

We concur.

The Regional Commissioner will be directed to instruct the
State to:
1. Instruct Kane Hospital to immediately stop making payments

out of patients personal accounts for the following:
a, patients' services which are covered by and payable

'by either the Medi-care Part 8 or the State Medicaid
program or both,

b. patients' Medicare Part B deductible and coinsurance
which are payable by the Medicaid program, and

c. amounts in excess of Medicare Part B prevailing
reasonable charge determinations which are not payable
by patients or either program.

2. Instruct the Kane Hospital to have all providers of medical
care and services to Kane Hospital patients follow proper
billing procedures:
a. Bills for medical care and services covered by Medicare

must be submitted to the Medicare intermediary for
payment.

b. Bills for Medicare Part B deductibles and coinsurance
must be submitted to the State Medicaid Agency for
payment.

c. Bills for medical care and services provided under the
State Medicaid plan and not covered by Medicare must be
submitted to the State Medicaid Agency for payment.

3. Instruct the Kane Hospital to:
a. restore to patients living in the hospital the funds

spent from their personal accounts for:
(1) medical care and services covered by Medicare

and Medicaid
(2) costs of services in excess of reasonable charge

determinations which neither the Medicare nor the
Mejicaid programs would pay.

b. make restitution to discharged patient. and the estates
of deceased patients in accordance with the Pennsylvania
lwr for funds spent from these patients personal accounts
for (1) and (2) in paragraph a. above.

GAO RECOMMENDATION:

The Secretary of HEW should require the Administrator of
the Social and Rehabilitation Service to:

-- assure that monies earned through the investment of
patients' funds are fairly distributed.
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DIPAIRTKENT COOMMENT:

We concur.

The Cegional Commissioner will be directed to discuss with the
State the issue of having Kane distribute on an equitable basis to
patients any monies earned on patients' deposited funds. Presently
there are no Federal regulations :overing this issue. However, the
matter of issuing regulations is under consideration and this
finding will be taken into account when regulations are !.ssued.

GAO RECOMMENDATION:

The Secretary of HEW should require the Administrator of the
Social and Rehabilitation Service to:

- direct the State to offset Medicare Part B payments for
facility based physician services against Kane Hospital's
Medicaid reimbursement for the cost of those services.

The Secretary of HEW should require the Administrator of the
Social and Rehabilitation Service to:

recover the Federal share of Medicaid overpayments to Kane
hospital.

DEPARTMENT COME1-:

We concur.

The Regional Commissioner will be directed to recompute the amount
which ar.e Hospital should have received from the State Title XIX
Agency for the years 1972 forward for Medicaid patient care and to
disallow any overpayments which occurred because the amounts
received by Kane from Medicare for facility based physician services
were included in the Medicaid patient caue per diem charges. The
State will be instructed to have Kane Hospital correct the calcu-
lation of the Medicaid costs so that iu the future this overclaim
by the State will not be rcpeated.

GAO RICMNDATION:

That the Secretary require the Administrator of SRS and the Com-
missioner of SSA to provide for the exchange of audit information
between the Medicare intermediary and the State Auditor General.
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DEPARTMENT CONMEWT:

SSA, in cooperation with SRS, has worked hard over the past several
years to carry out a common Medicare/Medicaid audit progra with
all Title XIX State agencies to share in the cost and in the
direction of the audits needed for both programs. During the past
four years, the Philadelphia Regional Off.ce has made extensive
efforts to work out a comron audit agreement with the Auditor
General of Pennsylvania, but those efforts have not been successful.
We still believe that such an agreement and the resulting comon
Medicare/Medicaid audits would be beneficial to the State and to
the Medicare and Medicaid programs.

Medicare audited cost reports are available to the States under the
Freedom of Information Act. We would point out, however, that the
simple exchange of Medicare audited cost reports and related infor-
mation, which GAO recommends, generally would not respond to many
of the Title XIX needs since Medicare audits do not cover in
detail all of the cost centers that apply to Medicaid-e.g., pedi-
atrics, obstetrics, etc.

OTHBR MATTERS DISCUSSED IN THE GAO REPORT

The report should make it clear that John J. Kane Hospital is not
certified as a Medicare hospital, but is only certified for Medi-
care as a Skilled Nursing Facility (SNF) which includes 550 of
Kane's 2,112 total beds. The Medicare intermediary, the Pittsburgh
Blue Cross Plan, has audited Kane's SNF cost reports through
December 31, 1975--the calendar year 19t6 cost report is not yet
due. All of the Medicare audits have beeu limited in scope based
on the intermediary's determination of the extent of verification
needed to issure the accuracy of the Medicare SNF costs claimed.

Thus, Kane is eligible for Medicare Part A reimbursement only with
respect to its SNF services. Under Part B of Medicare, Kane is
eligible for reinbursement for the professional component of
hospital-based physicians' salaries. The Medicare intermediary is
responsible for the development of the facts supporting this
reirbursement and for coordinating the determination with the
Medicare Part B carrier-Pennsylvania Blue Shield. The carrier
reimburses Kane for these csrvices on the basis of submitted bills.
Our records indicate that Medicare reimbursement in both Part A and
Part B is current and proper.
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APPENDIX IV APPENDIX IV

RELATED GAO REPORTS ISSUED SINCE 1972

Date
Report title Number issued

State Audits to Identify Medicaid HRD-77-29 1-24-77
Overpayments to Nursing Homes

Improvements Needed in Managing MWD-76-102 3-18-76
and Monitoring Patients' Funds
Maintained by Skilled Nursing
Facilities and Intermediate Care
Facilities

Increased Compliance Needed with MWD-76-8 8-18-75
Nursing Home Health and Sanitary
Standards

Improvements Needed in Medicaid MWD-75-74 4-14-75
Program Management Including in-
vestigations of Suspected Fraud
and Abuse

Need to More Consistently Reim- B-164031(4) 8-16-74
burse Health Facilities Under
Medicare and Medicaid

Better Use of Outpatient Services B-167656 4-11-73
and Nursing Care Bed Facilities
Could Improve Health Care Delivery
to Veterans

Problems in Providing Guidance to B-164031(3) 4-19-72
States in Establishing Rates of
Payment for Nursing Home Care Under
the Medicaid Program

Summary of Reviews of Planning, B-167966 3- 7-72
Construction, and Use of Medical
Facilities at Selected Locations
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PRINCIPAL HEW OFFICIALS RESPONSIBLE

FOR THE ADMINISTRATION OF

ACTIVITIES DISCUSSEL IN THIS REPORT

Tenure of office
From To

SECRETARY OF HEALTH, EDUCATION,
AND WELFARE:
Joseph A. Califano, Jr. Jan. 1977 Present
David Mathews Aug. 197' Jan. 1977
Caspar W. Weinberger Feb. 1973 Aug. 1975
Frank C. Carlucci (acting) Jan. 1973 Feb. 1973
Elliot L. Richardson June 1970 Jan. 1973

ADMINISTRATOR, HEALTH CARE
FINANCING ADMINISTRATION:

Don I. Wortman (acting) Mar. 1977 Present

ADMINISTRATOR, SOCIAL AND
REHABILITATION SERVICE:

Don I. Wortman (acting) Jan. 1977 Mar. 1977
Robert Fulton June 1976 Jan. 1977
Don I. Wortman (acting) Jan. 1976 June 1976
John A. Svahn (acting) June 1975 Jan. 1976
James S. Dwight, Jr. June 1973 June 1975.
Francis D. DeGeorge (acting) May 1973 June 1973
Philip J. Rutledge (acting) Feb. 1973 May 1973
John D. Twiname Mar. 1970 Feb. 1973

COMMISSIONER, MEDICAL SERVICES
ADMINISTRATION:
M. Keith Weikel July 1974 ?resent
Howard N. Newman Feb. 1970 Ju.y 1974

COMMISSIONER, SOCIAL SECURITY
ADMINISTRATION:

James B. Cardwell Sept. 1973 Present
Arthur E. Hess (acting) Mar. 1973 Sept. 1973
Robert M. Ball Apr. 1962 Mar. 1973
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