
Government spotlight still on
DME suppliers for fraud, abuse
By MATTHEW HAY
HHBR Washington Correspondent

WASHINGTON – Despite the changing reimbursement
landscape for the home health industry, some things have
not changed, according to healthcare attorney Deborah
Randall of Arent Fox (Washington). She says one of those
things is the government’s fraud and abuse spotlight that
remains fixed on durable medical equipment (DME) suppli-
ers and, to a growing extent, hospice. 

At a recent American Health Lawyers Association
conference in Washington, DC, Randall highlighted a series
of risk areas that are high on the government’s radar screen.
For example, she said suppliers must continually check their
employees to determine if they have ever been excluded.
“Many suppliers don’t know this, but I have actually had a
couple of people run into trouble with this,” she said.

AHIMA says HCFA’s coding in
proposed PPS may be flawed
By MATTHEW HAY
HHBR Washington Correspondent

WASHINGTON – The American Health Information
Management Association (AHIMA; Chicago) told the
Health Care Financing Administration (HCFA;
Baltimore) that because diagnostic coding has been of little
importance in the home health setting in the past, it fears
the accuracy of the coded data used to develop the diag-
nostic component of the prospective payment system (PPS)
classification system may be seriously flawed. 

“We believe that the diagnosis codes reported for home
care are of such poor quality as to be of no value in the
development of the PPS,” AHIMA argued in its comments
submitted to HCFA Dec. 20.

The association argued that because many home
health patients have multiple diagnoses, it is important for

MedPAC tables five draft PPS
recommendations at HH meeting
By MATTHEW HAY
HHBR Washington Correspondent

WASHINGTON – The Medicare Payment Advisory
Commission (MedPAC) tabled five draft recommendations
for home health at its Jan. 13 meeting, including implemen-
tation of the Health Care Financing Administration’s
(HCFA; Baltimore) prospective payment system (PPS) on
Oct. 1, 2000. In its recommendation to Congress last
month, MedPAC opted not to recommend a transition to
PPS, despite misgivings voiced by several commission
members at its most recent meeting.

MedPAC’s other draft recommendations included the
following:

• The secretary of Health and Human Services should
vigorously monitor home health agency behavior under
the 60-day episode PPS.

• Congress should require HCFA to establish a prospec-
tive payment for home health goods and services that
blends fixed episode payments and per-visit payments.

• The secretary should refine the home health PPS
case-mix adjustment prior to its implementation and use
routine data collection to update the case-mix weights
over time.

• The secretary should use a home health agency wage
index to adjust the PPS rates for local wages

While the draft recommendations were broad in
nature, the commission raised a host of potential concerns.
For example, Commissioner Peter Kemper questioned
whether using charges to update the system is feasible and
whether charge data accurately reflect intensity of service
use. ■

Look for a complete examination of these and other
issues in next week’s HHBR
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Because HHBR’s offices were closed Monday for

Martin Luther King Jr.’s birthday, fax subscribers are
receiving this week’s issue today, Tuesday, Jan. 18 .



the PPS to clearly define primary home care diagnosis. 
“If the primary reason for the need for home care is

not one of the diagnostic categories impacting case-mix
classification, but the patient has a secondary diagnosis
that does fall into one of these diagnostic categories, this
diagnosis may be reported as the primary home care
diagnosis in order to ‘upcode’ to a higher home health
resource group,” AHIMA said. “To prevent inappropriate
upcoding, it is very important for home health agencies
to clearly understand how to identify the primary home
care diagnosis.”

The association told HCFA that it was also “very con-
cerned” by the OASIS diagnosis reporting requirement that
allows only three-digit ICD-9-CM category codes to be
reported. AHIMA said the lack of specificity in code assign-
ment has a “severe adverse impact” on clinical severity data
adversely impacts the design of the home health classifica-
tion system.

For example, AHIMA said, category 250 includes spe-
cific codes describing the full range of diabetic severity,
from a non-insulin-dependent diabetic with no complica-
tions to an insulin-dependent diabetic with severe compli-
cations. However, the differences in clinical severity can
not be identified when only category code 250 is reported,
AHIMA added.

The association told AHCFA it is also concerned that
OASIS reporting requirements do not allow the reporting of
V codes. It noted that under the national official coding
guidelines approved by HCFA, the ICD-9-CM codes in the V
code section are often the most appropriate primary diag-
nosis codes for the home health setting.

For example, AHIMA noted, official coding guidelines
say acute fracture codes are not to be reported in the home
health setting because the fracture has already received
restorative treatment. Instead, home health agencies
should report the appropriate V code describing the after-
care being provided, such as dressing changes or rehabili-
tative therapy. 
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“By not allowing the reporting of V codes in those situ-
ations where they have been deemed most appropriate by
the official coding guidelines, the consistency and unifor-
mity of national healthcare data are being adversely
affected, resulting in data that are of poor quality and little
value,” AHIMA said.

In other areas, AHIMA said it was pleased that the
length of an episode under the proposed PPS coincides
with time frames required for OASIS reporting and com-
pletion of the plan of care, but argued that the partial
episode payment adjustment leaves room for confu-
sion. “Within the 60-day time frame, the patient may
change his or her mind, and the physician will re-start
home health services with either the same or a differ-
ent agency,” argued AHIMA. “This type of situation does
not appear to be covered by the description of inter-
vening events that result in a partial episode payment
adjustment.”

The association said it is also concerned about an
across-the-board payment adjustment based solely on
number of visits. “Exclusion of cases with a low num-
ber of visits from the case-mix system will result in
incomplete and skewed case-mix data, which will have
a negative impact on the quality of home health data,”
AHIMA argued. Moreover, exclusion of certain cate-
gories from a PPS “negates the fundamental principles”
underlying prospective payment, the association
added. ■

• Zydacron (Manchester, NH) said it has completed
interoperability testing for the American Telecare line
of CareTone telephonic stethoscopes, which allow
heart and lung sounds to pass over either an analog or
digital connection and are widely used in the home
healthcare arena. ■

T E C H U P D A T E



• Medtrade’s Medtrade West is May 3-6 in Las Vegas.
At the meeting, new products in the home medical equip-
ment arena will be introduced. For more information, call
(800) 241 -9034, or visit Medtrade’s Web site at www.med-
trade.com. 

• The National Association for Home Care’s
(NAHC; Washington) 2000 policy conference is April 2-5 in
Washington. NAHC also announces four conferences in
one, which will be May 7-1 0 in Arlington, VA, including the
New Home Care Business Development Conference, the
15th National Home Care Aide Service Conference, the
National Adult Day Services Conference, and the Home
Healthcare Nurses Association Annual Gathering. Finally,
NAHC’s 19th annual meeting and HomecareExpo is Sept.
23-27 in New Orleans. For more information, call (202)
547-7424.

• The American Federation of Home Care
Providers will be conducting several one-day work-
shops on Understanding and Managing Under PPS. The
first workshop will be Feb. 1 in St. Petersburg, FL. Other
programs are in planning. For more information, call
(800) 525-5577.

• The Missouri Alliance for Home Care presents
Practical Strategies for Managing PPS, a daylong confer-
ence, on Feb. 8 in Columbia, MO. For more information,
call (573) 634-7772. ■

C A L E N D A R
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Baxter enters alternate care market with acquisition
Baxter Healthcare is acquiring the majority of

Sabratek’s product lines, expanding the company’s infu-
sion pump product portfolio to the alternate care market,
reported The Gray Sheet. The acquisition will expand
Baxter’s I.V. Systems/Medical Products Group’s pres-
ence in the ambulatory market, allowing the company to
supply pumps to the home care market, as well as to
surgi-centers, clinics, nursing homes, and subacute care
facilities. 

The decision to acquire several Sabratek operations for
$40 million-$50 million was announced Dec. 20. The trans-
action, subject to approval of a federal bankruptcy court, is
expected to close in 1Q00. 

In addition to pumps and related devices still in devel-
opment, Baxter said, the company will gain Sabratek’s
3030 Stationary Infusion Pump, 6060 Ambulatory Infusion
Pump, its Rocap unit’s herapin and saline pre-filled syringe
products, and related accessories, The Gray Sheet
reported. 

Columbia executives granted freedom
Two former Columbia/HCA Healthcare (Nashville,

TN) executives who were supposed to begin federal prison
sentences this week were freed pending appeal of their
convictions on charges of Medicare fraud. The two
Columbia executives were convicted by a jury last summer
on six counts of cheating government health insurance
programs in cost reports, reported the St. Petersburg
Times. The men were granted freedom while their cases
are being heard by the 1 1 th U.S. Circuit Court of Appeals in
Atlanta. 

Option Care launches new division
Option Care (Bannockburn, IL) last week launched its

specialty pharmacy and distribution division, OptionMed.
The new division will contract with managed care organi-
zations and physician groups to provide biotech injectable
drugs for administration to patients in physicisns’ offices
and other alternate sites. The division will also market
injectable drugs and provide pharmacy consulting services
directly to physicians and patients, Option Care said. 

Star Multi Care sees 2nd consecutive profit
Star Multi Care Services (Huntington Station, NY)

reported last week its second consecutive quarter of prof-
its. The company saw a net income in 2Q00 ended Nov. 30
of $53,336, 1 cent per share, compared to a 2Q99 net loss
of $1 0 1, 336, 2 cents per share. The increase, Star Multi Care
said, was attributable to restructuring efforts of the past
year, as well as an increase in the gross profit margin. 

Star Multi Care saw net revenues in 2Q00 of $9.9 million,
a decrease of $2.2 million from 2Q99 revenues of $12 million.
The company says the decrease is primarily attributable to a
reduction in authorization of service hours related to the New
Jersey Medicaid program, the reduction of visit authorizations
on Medicare subcontract services provided in New York and
New Jersey because of Medicare reductions, and the termina-
tion of underperforming contracts in its Florida operations. ■

CO M PA N I E S I N T H E NE W S

• McKesson HBOC (San Francisco) named Richard
Hernandez to the new position of president of the corpo-
rate solutions group. Hernandez will be responsible for
positioning McKesson’s supply and information manage-
ment product offering to its largest customers, maintain-
ing relationships with its senior management and develop-
ing coordinated and customized solutions to meet the
needs of these customers. McKesson also named Craig
Niemiec senior vice president, CFO of its Information
Technology Business (Alpharetta). ■

C O R P O R A T E L A D D E R
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• Negotiators have reached a tentative contractual
agreement to end a 15 -day strike by home healthcare work-
ers against the Putnam Aging Program. The Charleston
Gazette reported that about 50 striking members of
Service Employees International Union Local 1 1 99
were slated to vote on ratifying the three-year agreement
Dec. 30. If approved, workers were expected to report to
their jobs Dec. 31. Workers first went on strike Dec. 12 . 

• St. Luke’s Hospital in Allentown, PA, and the Visiting
Nurse Association of Northeastern Pennsylvania
Hospice will open a hospice in Fountain Hill, PA. The building
was St. Luke’s birth center for six years before it closed in March
for financial reasons. Now managed by the VNA, the center will
provide care for 1 1 terminally ill patients and their families. 

• Home health care advocates in Boston say Gov. Paul
Cellucci’s administration is holding back $7.8 million ear-
marked for frail seniors in an effort to have enough money for
a tax cut. But administration officials said they were just
adjusting the accounts to reflect the shortened budget year.
Lawmakers were late in getting a budget to Cellucci's desk for
signing, reported the Associated Press. Al Norman, executive
director of Mass Home Care, said nearly 900 seniors would
not get the care they needed because the administration
would spend less than appropriated by the Legislature. He
called the savings to the administration a "down payment" on
Cellucci's proposed $1. 4 billion tax cut. Norman also said the
Executive Office of Elder Affairs capped the number of
elders to be served and lowered payment rates to providers,
the AP reported, but the administration said it was standard
fiscal practice not to pay out 12 months worth of services for
the remaining seven months of the fiscal year, which ends
June 30. Norman added that the increase should be made
retroactive, even though the budget was delayed, because his
industry continued to work during the budget impasse.

• The McHenry County Board is considering pay raises
for certified nursing assistants (CNA) who provide home
healthcare through the county health department. The
board's Human Resources Committee voted unanimously
last week to raise starting pay to $8.75 per hour and boost
pay depending on years of service, matching pay raises
recently granted to CNAs at the county-run Valley Hi
Nursing Home, reported the Chicago Tribune. The board
last year raised pay at the nursing home in hopes of reduc-
ing turnover and filling vacant positions. The raises upset
health department managers, who said the department's
CNAs have the same job classification as those at Valley Hi
and should be paid the same. But the county administrator
said home care nurses work in more difficult surroundings,
since they must help patients bathe and clothe themselves
and perform other duties without help, the Tribune
reported.■

• The WellCare Management Group signed a defini-
tive agreement to acquire all of the outstanding and issued
stock of Alabama HMO DirectCare. DirectCare will trade
all of its stock for 750,000 shares of WellCare stock, pend-
ing the agreement’s approval by the Alabama
Department of Insurance and DirectCare shareholders,
reported Managed Care Week. 

• Blue Cross and Blue Shield of Kansas City had to
issue revised contracts to all 3,200 physicians in its network
after some physicians balked at original contract provisions.
The contract amendments include a guarantee that pay-
ments will not change for one year and a clarification on
physician requirements to personally perform services. The
plan said 70% of physicians have returned the new contracts.

• Aetna U.S. Healthcare (Blue Bell, PA) and Virtua
Health have signed a five-year contract, effective Jan. 1,
that will enable the company’s members to use all of
Virtua’s hospitals. Virtua is the partnership between
Memorial Health Alliance and West Jersey Health
System. ■

MA N A G E D CA R E RE P O R TR E G I O N A L D I G E S T

New JCAHO compliance
guidebook is available 

Leaping the Joint Commission’s hurdles to accredi-
tation for your home care agency can be made easier
with the newest edition of Strategies for Successful
JCAHO Homecare Accreditation 1999-2000.

This newest edition is a step-by-step guide to com-
pliance with the Joint Commission on the Acc-
reditation of Healthcare Organizations’ 1999-
2000 standards. Its 573 pages provide strategies and
documentation tools to help you prepare for accredita-
tion, and they include dozens of forms, checklists, staff
education documentation, and management tools.

Strategies for Successful JCAHO Homecare
Accreditation 1999-2000 also features more than 150
pages of case studies with tips, suggestions, and advice
from your peers who have survived the survey, plus a
list of vendors approved by the Joint Commission to
measure outcomes for your agency.

With your purchase of the new accreditation guide,
you can receive 25 nursing continuing education cred-
its free. You also have the opportunity to buy unlimited
additional CE programs for just $40 each.

If you have a home care survey coming, don’t wait
to order this guide. Call (800) 688-2421 for more infor-
mation, or send an e-mail to American Health Con-
sultants at customerservice@ahcpub.com.



According to Randall, the Office of Inspector General
(OIG) recognizes there are differences between agencies,
DME companies, and hospices. “I think they do that some-
times better than others,” she said. “When you look at the risk
areas, I think it is daunting to know what to pay attention to.”

Randall said she tries to categorize all the risk areas for
DME and hospice in terms of four groups. First, there are
what she calls the garden variety risk areas. “This is your
basic billing for the dead beneficiary, upcoding claims,
standard practice fraud and abuse,” she said.

The next area is industry specific. “These are the ones I
would concentrate on if I were doing a due diligence,” said
Randall.

The third group is what Randall calls “criminalized
administrative” areas. “Some of these things should not be
in a fraud and abuse document,” she said. “They are survey
and certification issues and operational issues.”

Randall said the fourth area is the OIG’s wish list.
“These are risk areas that are identified for both DME and
hospice where the OIG is concerned, but it involves prac-
tices that I don’t think are illegal.”

Randall pointed out that DME has 47 risk areas, and
hospice has 28. But she says one common theme that runs
through not only DME and hospice, but also home health, is
the compliance guidance that runs through every single
one. “This is what I call the ‘play it again Sam’ refrain from
the compliance guidance.” According to Randall, every
compliance guidance out there says there is a duty to self-
report. But she said that things are not as clear as the com-
pliance guidances would like them to be about the duties
to self-report.

Randall challenges the obligation to self-report. “I think
every single case has to be examined on its own merits, and
there are specific provisions in DME that contemplate DME
companies making refunds when beneficiaries go into nurs-
ing homes or die,” she said. “Refunds are a normal part of
the industry in healthcare, particularly in DME, and to some
extent in hospice, and every overpayment is not criminal.”

According to Randall, the most important item contin-
ues to be certificates of medical necessity (CMN). “If you
look at the risk areas and the compliance guidance as a
whole, there are zillions that relate to this topic,” she
warned. “There are incredibly arcane, detailed bureaucratic
requirements that the poor beleaguered DME industry has
to go through before it can get claims paid for.”

Related to CMNs are cover letters, she said. “I think
quite frankly that the compliance guidance is a bit mis-
leading on this subject,” she added. DME suppliers are
allowed to give physicians ‘Dear Doctor’ cover letters for
wheelchairs, power operated vehicles, oxygen concentra-
tors, and other items, but only for a period of time, she said. 

But she warns that even now that cover letters are not
regulated and CMNs can be faxed, many DME suppliers do
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Fraud
Continued from Page 1

not realize that the original CMN has to be kept on file.
Another specific DME issue highlighted in the compli-

ance guidance is telemarketing. “There is in the Social
Security Act what I believe is probably an unconstitutional
provision that restricts specific marketing by DME compa-
nies,” she said. “They can’t do telemarketing or make cold
calls unless they have had prior contact with the patient or
the patient has contacted them.”

The last issue Randall pointed to is place of service
codes. According to Randall, there is some misunderstand-
ing in the industry, and it is obliquely stated in the compli-
ance guidance, that DME cannot be supplied in a nursing
home or in a facility that meets the definition of a nursing
home. “I mention this because we were asked to testify in a
trial against a lawyer who missed this particular issue,” she
said. “We were not comfortable doing it, but this is an issue
that is very easily missed.” 

Included in the risk areas for DME are capped rentals,
noted Randall. “This is a payment issue, and I do not think
this is a criminal issue,” she said. But, she said, the OIG has
listed it in the compliance guidance.  

Randall said supplier standards are another area where
the DME industry often falls down. “It seems like a stupid
little requirement,” she asserted, “but DME companies have
to provide a list of the supplier standards to patients, and
half of them don’t know that.” 

High on what Randall calls the OIG’s wish list is billing
for substantially excessive amounts of items. “I don’t really
know how the OIG expects to regulate something like this
when there is a physician prescription for a certain number
of items, and the supplier provides a certain number of
items,” she asserted. “I think this type of second guessing is
going to be very difficult.”

Randall also highlighted the issue of co-location of
items with a referral source, sometimes referred to as con-
signment clauses where DME companies locate items in
the hospital or in the physician’s office. “My experience is
that this is primarily just for convenience,” she said. Randall
cited suppliers who provide custom-made orthoses and
maintain the base materials in a physician’s office, so the
physician can fit the orthoses to the patient. 

Likewise, if hospitals want to discharge a patient with
a cane, and they use a particular DME supplier, she said, it
does not make sense for the DME supplier to make a spe-
cial trip to the hospital in the middle of rush hour in Boston
to deliver a cane.  

But Randall said there have been rumblings, and in
some cases more than rumblings, that the government
views this as an unethical or improper practice.

According to Randall, several specific areas that the
government is going to be looking at with regard to DME
are seat lifts, lower limb prostheses, osteogenesis stimula-
tors, airway pressure devices, orthotics, ventilators, blood
glucose strips. “Unfortunately for the industry, the list goes
on and on,” she said. ■


