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Aruling against Brentwood, TN-based Quorum
Health Group on charges that it defrauded

Medicare by not submitting reserve cost report
information could set a hazardous precedent
and expose thousands of providers to similar
charges. 

"If the Court rules in the plaintiff's favor on this
issue, a lot more providers are at risk," says the
Healthcare Financial Management Association's
(HFMA) Robbie-Lynn Watnik , technical director
of legal services.

That fear has prompted HFMA and the
American Hospital Association (AHA), both
based in Chicago, to file "friend of the court"
briefs rigorously opposing the government's tac-
tic in the Tampa, FL federal court now hearing
the case. While both groups are careful to point
out that their actions are designed to prevent a
menacing precedent rather than defend
Quorum, there is no hiding their alarm.

See Quorum case , page 2
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Cost report suit could set crippling precedent

"This case represents a major sea change in
terms of what the government says is required,"
asserts Maureen Mudron ,  JD, AHA's
Washington, DC counsel. 

She says the government is attempting to
draw an inference of fraud on the basis of cost
reports that do not include certain backup infor-
mation related to reserves, even though that
information was not required.

It is long-standing industry practice for hospi-
tals to submit cost reports but, as part of their

How to budget for your
facility’s compliance plan

With compliance still a developing discipline,
many health care providers are grappling

with how to establish a budget, as well as a
structure for an effective compliance program.
But those two tasks cannot be viewed separate-
ly, says Brent Saunders , director of regulatory
affairs at PriceWaterhouseCoopers in
Washington, DC.

Drawing on recent survey data collected by
the Philadelphia-based Health Care Compliance
Association (HCCA), Saunders offered providers
a framework with benchmarking data to accom-
plish those two tasks at a Healthcare Financial
Management Associat ion meeting in
Washington, DC, Aug. 27.

"There is no standard process and there never
will be a standard process," Saunders cautions.
"No two organizations look the same, so no two
budgets will look the same." 

While size of the organization is one obvious

See Contractor fraud , page 4

GAO: It's time to motivate
Medicare contractors

At a Sept. 9 hearing, the House Commerce
Subcommittee on Oversight and

Investigations blasted the Health Care Financing
Administration (HCFA) for its lax oversight of
Medicare contractors and grilled several of those
contractors about fraudulent claims processing
practices.

George Grob , deputy inspector general at the
Health and Human Services' Office of Inspector
General (OIG), told the subcommittee that while
examples of contractor fraud are often dramatic,

Government’s inference of fraud in Quorum case has ‘potentially catastrophic effects’ on hospitals
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Quorum case

normal accounting procedure, maintain reserves
for what may be differences of opinion about
appropriate reimbursement, she explains.

The groups filed the amicus brief in the qui
tam suit — filed by former Quorum employee
James Alderson — that the U.S. Department of
Justice joined. The suit was unsealed Oct. 15,
1998 and the court is now considering Quorum's
motion to dismiss the case.

"Accepting the position that this practice
results in an inference of fraud has potentially
catastrophic effects on hospitals which have
done nothing more than follow the industry prac-
tice," AHA argued in its brief. 

The association also argued that nothing in
the Medicare Act or any of its associated regula-
tions requires a hospital to submit its reserve
calculations and work papers along with its cost
reports. 

Policy change should be prospective

What AHA opposes is the government's effort
to change the rules after the fact, says Mudron.
"If what they want is to change the process in
terms of the kind of information that must be pro-
vided, they should do it prospectively, and the
way to do that is through a rulemaking process,"
she argues.

Watnik takes a similar view. "This is basically
asking the court to set healthcare policy, which it
could do, but we certainly don't advocate that it
be done that way," she says.

Watnik says the prevailing interpretation of the
rules has always been that if the government
wants all of the work papers and calculations
behind the cost report, all it has to do is ask. 

But there is no requirement in the rule that
says a provider has to include it voluntarily —

and there's really no place on the cost report to
put the information, even if the provider wanted
to, she adds. 

Quorum spokeswoman Shea Davis says the
regional health care giant is anxious for a deci-
sion, but the court has offered no indication of
when i t  might rule. A Just ice Department
spokesperson declined to comment on the mer-
its of the government's case. n

measure, it's not uncommon to find smaller
organizations spending more money simply
because their leadership is committed to a more
structured compliance program, he says.

According to Saunders, who is also president
of HCCA, the focus of most compliance pro-
grams is shifting from development and start-up
to implementation and monitoring. From a budg-
eting standpoint, that means more mature pro-
grams and more mature information, he says.
But it does not always mean higher costs. In fact,
once many start-up costs such as baseline audits
are performed, costs may actually decline.

HCCA's survey found the average compliance
budget now stands at about $313,000. Companies
with revenues under $100 million annually spend
about $149,000, while giants with revenues over
$600 million spend roughly $472,000. To success-
fully plan and budget compliance efforts,
Saunders outlined these seven "building blocks"
that combine federal sentencing guidelines, OIG
guidance, and benchmarking data:

I. Compliance standards and procedures.
The cost of developing of a code of conduct can
vary dramatically depending on the size and
sophist icat ion of the organizat ion, says

Compliance budget
Continued from page 1

Continued on page 3
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Saunders. But he says a "vanilla code" that
includes nine or 10 "typical standards" should
run $15,000-$20,000 and can often be accom-
plished internally. On the other hand, the cost to
print 1,000 copies of a typical code can run
$5,000. Providers that opt to print 10,000 copies
will spend about $10,000, he says.

According to Saunders, today's typical code of
conduct standards include these elements: per-
sonal obligation to report; fair treatment of
employees; patient care and rights; billing prac-
tices; accuracy and retention of records; confi-
dentiality of information; ethical business prac-
tices; antitrust; insider information and securities
trading; marketing and advertising; and conflict
of interest.

II. Oversight responsibility . Saunders says
the composition of compliance programs is shift-
ing. "We know for a fact that lawyers are a
smaller proportion of the population" of compli-
ance officers, he says. According to HCCA's sur-
vey, 20% of compliance officers possess a law
degree, while 48% have a masters degree and
16% are CPAs. The number is evenly divided
between male and female, and the average
salary for a compliance officer is $94,000. Only
2% make more than $200,000.

"I think we are getting away from enforce-
ment-driven compliance where people felt like
they were under attack and wanted lawyers to
run that part of their operation," observes
Saunders. 

"We are getting more in to operations-driven
compliance and process improvement, and
providers want somebody who understands how
they work and how they operate." As a result, a
health care administration background is now
the most common skill set for a compliance offi-
cer, he says.

The salaries of compliance staff are some-
times surprising with administrative staff averag-
ing higher salaries than internal auditors —
$45,589 compared to $43,855. Risk managers
are currently the highest paid at $54,475,
HCCA's survey found.

III. Delegation of authority . Because federal
guidelines preclude providers from hiring any-
body with "a propensity to engage in illegal con-
duct," organizations are required to screen for
sanctioned and excluded individuals and entities,

notes Saunders. But it is up to the organization to
decide how far to go.

He says all employees should be checked
against the Health and Human Services Office of
Inspector General (OIG) exclusion list at a cost
of about $1 per employee. 

But that number will vary for more costly back-
ground checks. Depending on where an organi-
zation wants to conduct that check and how far
back it wants to go, those checks typically cost
about $50 per employee, he reports. 

Criminal background checks can be limited to
senior management, as well as people who handle
money or head a reimbursement department.

IV. Training and education. With the infra-
structure of most compliance programs already
in place, Saunders says the single biggest
expenditure is now education and training. But
providers must decide who to train, who will con-
duct that training, and what medium will be used.

Web-based training varies in cost but aver-
ages about $28,000 for a typical organization of
2,000-3,000 employees, while the cost of CD-
ROM-based training varies even more dramati-
cally, averaging about $20,000 for a company of
the same size.

V. Auditing and monitoring. Saunders points
out that the OIG wants to see monitoring take
place on an ongoing day-to-day basis. It also
wants providers to adopt a formal audit and
review plan that targets high-risk areas and
focuses on suspected violat ions. He says
providers can expect a typical risk assessment
or review to run about $22,000 per functional
area, such as a department or laboratory.

The OIG also wants anonymous and confiden-
tial hotlines, he adds. The typical hotline vendor
will charge about $1.50 per employee for organi-
zations with 1,000 or fewer employees and
about $0.75 per employer for organizations with
more than 10,000 employees. Saunders says
that other costs associated with promoting a hot-
line are similar to printing a code of conduct and
can be offset if accomplished together.

VI. Enforcement and discipline. Enforcement
is typically an internal action with little budgetary
implication, according to Saunders. He says most
of those costs are associated with terminations
and are largely an internal opportunity cost.

Continued on page 4
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contractor financial mismanagement that fails to
catch provider fraud is a greater and far more
pervasive problem. That signaled some
observers that the OIG's focus is likely to remain
firmly fixed on providers.

In all, Medicare contractors received a tidy
$1.6 billion in 1998 to process over $700 million
in Medicare claims every business day. But the
General Accounting Office's (GAO) Leslie
Aronovitz told the subcommittee that HCFA's
efforts to oversee the activities of Medicare fee-
for-service claims administration contractors are
still largely inadequate.

Aronowitz said new funds for HCFA's
Medicare Integrity Program have "really helped,"
and suggested the agency is taking recommen-
dations included in GAO's latest report very
seriously. 

Even so, she also ticked off a number of ways
the agency could do "a lot better" still. Topping
the list is more flexibility in the way HCFA con-
tracts with carriers. She argued the current nom-
ination process has outlived its usefulness.

The subcommittee had planned to question
the carriers earlier this summer but postponed
that hearing when the U.S. Justice Department
announced that three additional contractors had
pleaded guilty to criminal felony counts related
to their Medicare business.

At least eight Medicare contractors have been
convicted of criminal offenses, fined, or entered
into civil settlements since 1993. Over $235 mil-
l ion in civi l  and cr iminal f ines have been
assessed against six of them.

Impropriet ies have included improperly

screening, processing, and paying Medicare
claims as well as destroying claims and failing to
properly collect money owed to Medicare by
providers. Some contractors also falsified their
performance results and circumvented HCFA
performance reviews.

"Because HCFA gave contractors too much
advance notice of its oversight visits and the
records that would be reviewed, it often failed to
detect improper contractor activities," Aronovitz
told the subcommittee. Worse yet, many of
those weaknesses persist today, she added.

According to Aronovitz, employees at all lev-
els — from directors of operations to staff-level
employees — have engaged in fraudulent activi-
ties over extended periods. "These employees
failed to properly conduct claims processing and
safeguard activities and then covered up their
poor performance by doctoring records that
HCFA staff reviewed," she said. "The employees
did so because they feared losing their Medicare
contracts and their jobs if they did not meet
HCFA's expectations."

Aronovitz told the subcommittee that investi-
gators and former contractor employees have
reported that manipulating samples, covering up
errors, and "fixing" HCFA-selected records prior
to the agency's review had become "a way of
life" at the three contractors recently targeted.
"According to three former contractor employees
and investigators in two of the cases, such activ-
ities spread as employees at various levels and
units taught each other how to commit impropri-
eties," she added.

In its report, the GAO made several formal
recommendations to improve HCFA's oversight
of contractors, including a contractor manage-
ment policy that requires verification that all con-
tractors have effective internal controls, as well
as systematic validation of contractor-reported
data.

The GAO said that annual contractor assess-
ments could also be improved by a comprehen-
sive set of clearly defined and measurable per-
formance standards. It recommended assessing
all contractors regularly on core performance
standards and reviewing individual contractors
on other act iv i t ies ident i f ied by r isk
assessments. n

Contractor fraud
Continued from page 1

VII. Response and prevention. Federal sen-
tencing guidelines require providers to respond
and prevent offenses, and the OIG says a proto-
col for accomplishing that should be in place.
From a budgeting standpoint, self-disclosures
are a major expense but hard to measure. 

Some companies have spent millions of dol-
lars on self-disclosures, he notes, but still spent
far less than it would have cost to fight the
government. n


