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MEDICARE AND SOCIAL SECURITY BENEFITS:
TURNING OFF THE SPIGOT TO PRISONERS,
FUGITIVES, THE DECEASED, AND OTHER IN-
ELIGIBLES

WEDNESDAY, APRIL 25, 2001

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:04 a.m., in

room 215, Dirksen Senate Office Building, Hon. Charles E. Grass-
ley (chairman of the committee) presiding.

Also present: Senators Nickles, Thompson, and Baucus.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. I thank everybody for coming. I want to also
thank Senator Baucus, who will be here shortly, for his support
during this investigation. I also thank our fellow members, and do
that on both sides of the aisle, for taking time out of their sched-
ules, when they are able to be here, to be here at all.

In addition, for all of you who are witnesses, thank you very
much for the work that you have put into this subject to make your
information available to the committee, and some of you for coming
from a long distance. Your testimony today will assist the com-
mittee greatly in determining how best to address the matters
raised.

The Federal Government, the largest, most complex organization
in the world, annually spends hundreds of dollars for grants, pay-
ments, and procurement of goods and services.

In fiscal year 1999, we had nine agencies reporting improper
payments of $20.7 billion. Obviously, nine government agencies are
not all of the agencies of the Federal Government.

This hearing, however, is going to focus on improper payments
at two agencies within the committee’s jurisdiction, the Depart-
ment of Health and Human Services and the Social Security Ad-
ministration.

Today, the committee will examine the basis for improper pay-
ments of Health and Human Services, Medicare, and Medicaid pro-
grams, and the Social Security Administration’s Social Security
and Disability programs. Improper payments in these programs to-
taled $17.5 billion, resulting from errors or fraud.

Now, to better understand the reasons for the improper pay-
ments at HHS and Social Security, the committee reviewed 12 dif-



2

ferent types of improper payments made by the two agencies, total-
ing $800 million. There were improper payments to inmates, fugi-
tive felons, the deceased, deportees, and other ineligibles.

The reasons for these improper payments vary. However, we
have learned that there was a lack of communication between the
Federal, State, and local governments. Also, they work with incom-
patible software and hardware.

Further, we have found that improper payments result from in-
sufficient oversight, weak internal controls, and late or non-exist-
ent system checks. This lack of attention to benefit payments opens
the door to fraud, waste, and abuse of government payments and
scarce taxpayers’ dollars.

To facilitate the discussion today, the committee will focus on
payments to prisoners by Health and Human Services, and the So-
cial Security Administration. In 1996, Congress passed a law pro-
hibiting SSI payments to fugitive felons and parole violators.

The Social Security Administration has been working to involve
all States in data matching projects. These projects will ensure
these people do not receive SSI payments from the Federal Govern-
ment while the local authorities are still pursuing fugitives.

The SSA will explain why 5 years have passed with so few States
actually participating in the project. In addition, the committee will
examine whether OASDI payments should also be prohibited for
fugitives, like the other law.

The committee will also examine the status of Medicare and
Medicaid payments for prisoners. We have the legislative auditor
from Louisiana describing his 5-year quest for clarification from
HHS about whether Federal or State government is responsible for
medical expenses of State prisoners.

When Senator Baucus comes, I am going to stop wherever we are
in the program for him to make an opening statement. I would ask
Senator Thompson: Most of the time we do not have time for open-
ing statements, but did you have anything you wanted to say?

OPENING STATEMENT OF HON. FRED THOMPSON, A U.S.
SENATOR FROM TENNESSEE

Senator THOMPSON. Just, Mr. Chairman, I appreciate your hav-
ing these hearings today.

I think, as you know, in the Governmental Affairs Committee we
spent quite a bit of time on this. What we have found, of course,
is that only a very few agencies even bothered to report, even tried
to keep up with this.

I think it is somewhat ironic, with the problems that HHS has
and Social Security has, at least they are doing something. They
are making an attempt to report their problems. They have got real
problems, but they make an attempt to report their problems.

Out of the thousands of programs that the government has, only
a handful are actually reporting or trying to make an estimate as
to what their figures are for waste, fraud, and abuse. In 1998, we
came up with payments of $19 billion, but the GAO told us it was
only the tip of the iceberg.

So I think one of the things that we have to do, is have the com-
mittee chairmen of these various committees that have jurisdiction
over these various agencies do exactly what you are doing. That is,
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ask them to come forward. What are you doing? How are we going
to get a handle on this?

Then we have got to ask ourselves whether or not perhaps we
need legislation to require all of these agencies to make a good-
faith effort to make an estimate of the exact numbers. I think that
people would be startled and amazed if we ever got a government-
wide figure in terms of waste, fraud, and abuse. What you are
doing here today, I think, is a step in that direction.

The CHAIRMAN. Obviously we benefit from your membership on
this committee, as well as your chairmanship of another committee,
to help us make sure we are aware of everything we ought to be
doing in this area. I would look to you for some advice.

Prior to introducing witnesses, I would like to show a short video
clip from NBC’s ‘‘Fleecing of America’’ that sets the stage for a dis-
cussion today. I think the tape provides a summary of the issues
relating to Social Security payments to fugitive felons.

So, would you start the tape, please?
[Whereupon, a videotape was played.]
The CHAIRMAN. That will give you some idea from one case. So

we have a very distinguished panel of people, and even a witness
that has a great deal of first-hand experience with what we are
talking about.

The first witness, is Mr. Jerome Horn. He was apprehended last
month for parole violation involving his 1987 armed robbery convic-
tion. He was receiving Supplemental Security and Disability In-
come, as well as Medicaid coverage for his medical condition.

I appreciate Mr. Horn’s willingness to participate in the hearing
today to share his story and his views with the committee. I would
also give special thanks to the U.S. Marshall Service for accom-
panying Mr. Horn and going out of their way to make possible this
testimony to happen.

We have James G. Huse, Inspector General at Social Security;
Fritz G. Streckewald, Acting Assistant Deputy Commissioner, Of-
fice of Disability Income and Security Programs at Social Security;
Dr. Daniel Kyle, legislative auditor, State of Louisiana. If Senator
Breaux comes and wants to give further introduction, I will have
him do that. But, obviously, he is detained elsewhere.

We have Michael F. Mangano, Acting Inspector General, Depart-
ment of Health and Human Services; and Michael McMullan, Act-
ing Deputy Administration, Health Care Financing Administration.

So, Mr. Horn, we are going to start with you. Well, let me take
care of a couple of administrative things.

First of all, all of you may have longer statements than the 5
minutes that you have been allotted. You do not have to ask to
have those included. They will be automatically included without
your asking, if you desire. We hope that you will give us your en-
tire statement.

Last, even for those of us who are able to come to this hearing,
we may not be able to ask all of the questions we want to ask. So,
you will get letters and questions in writing. I would like to have
a response in 2 weeks. For those of you who have not been involved
in that process, my staff will help.

Also, at the 5-minute buzzer, I do not like to have it be a hard-
and-fast rule so you stop in the middle of a sentence. But try to
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plan so you can make a summation of your final one or two points
after the five minutes have passed.

Then we will have all of you testify, then we will ask questions.
We will start with Mr. Horn.

Mr. Horn, would you proceed?

STATEMENT OF JEROME HORN, FUGITIVE FELON/PAROLE
VIOLATOR, ESSEX COUNTY JAIL, NEWARK, NJ

Mr. HORN. Yes. Good morning, ladies and gentlemen. This is an
opening statement from me.

Mr. Chairman and members of the committee, I want to thank
you for inviting me here today to tell my story, and maybe help
with the issue that is being discussed.

I am currently an inmate at the Essex County Jail in Newark,
New Jersey. I have been there since last month, after I was ar-
rested for violating my parole.

Parole started after I got out of prison in 1987, but I stopped re-
porting to my parole officer in 1997. The truth is, even though I
knew that I was being a fugitive, I just thought, due to my health
conditions, I just stopped reporting. I just thought that I had paid
enough for the crime I had committed. I had turned my life around
away from crime and did not want to report any more.

I found out after my arrest that the police were able to find me
after they matched up my fugitive warrant with Social Security
files. They were then able to find where I was receiving my Social
Security checks in Patterson, New Jersey. I was not exactly hiding,
but I had no idea that they could find me this way.

I was convicted of armed robbery in 1981 and spent 6 years in
Rahwey State Prison. While I was in prison, I found out that I
have a heart condition that puts me at risk of sudden death.

After I got out of Rahwey in 1987, I went to live with my mother
in Newark. I applied for Social Security benefits, and my medical
treatment was covered by Medicaid. I do not receive any other
checks from a government program because of my heart problem.
I cannot work, so I do not have any insurance.

In 1997, I moved to Patterson, New Jersey, but I kept my checks
going to my mother’s house in Newark. That was about the same
time that I stopped reporting to my parole officer.

I moved again about 6 months ago to a new place in Patterson,
but this time I sent my change of address to Social Security and
started getting my checks there. Everything was going along just
fine until last month, when the police showed up to arrest me.

Yes, I did know that I was a fugitive and that the parole people
were looking for me, but I did not know that there was anything
wrong with me getting my Social Security checks.

I was told that my story would help provide you with a little
more perspective on this issue, and for that I am glad to help. But
to be totally honest with you, I am also here to help myself. I am
truly sorry for having violated my parole and I hope that the parole
board will look kindly on my being here.

I have a son that I am very close with, and because of my heart
problem, I want to spend as much time with him as I possibly can.

Thank you again for inviting me to tell my story. I will be glad
to answer any questions that you may have.
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[The prepared statement of Mr. Horn appears in the appendix.]
The CHAIRMAN. Thank you, Mr. Horn.
Now, Mr. Huse?

STATEMENT OF JAMES G. HUSE, JR., INSPECTOR GENERAL,
SOCIAL SECURITY ADMINISTRATION, BALTIMORE, MD

Mr. HUSE. Good morning, Chairman Grassley, Senator Thomp-
son.

Let me, first, thank you for the opportunity to speak with you
today on a matter of importance to the people of the United States:
improper payments made by Federal agencies, including the Social
Security Administration.

As we fast approach the critical years during which SSA will pay
out more in benefits than it receives from the current workforce in
contributions, payment accuracy is more important than it ever has
been.

Payment accuracy has been a primary focus of our Office of the
Inspector General since its formation in 1995. The area in which
my office has made the most progress is that of Supplemental Se-
curity Income, or SSI, payments to fugitive felons.

In 1996, Congress enacted legislation prohibiting the payment of
SSI to fugitives from justice. That legislation required SSA to pro-
vide law enforcement officials with the current address, Social Se-
curity number, and photograph of any SSI recipient in fugitive sta-
tus.

In light of our OIG status as a law enforcement organization, the
Commissioner then asked my office to perform this function. We
began investigating fugitive felon cases immediately.

In the years since we undertook this responsibility we have
worked with SSA on two fronts. First, we have worked with other
Federal, State, and local law enforcement agencies to locate and
apprehend wanted felons, and we have notified SSA of each fugi-
tive on SSI so that payments could be suspended.

Second, we have worked both with SSA and with outside law en-
forcement agencies to expand our ability to identify fugitive felons
for apprehension and payment suspension.

In 1999, we entered into agreements with the U.S. Marshall
Service and the FBI to expand our access to fugitive information.
In 2000, we entered into a similar agreement with the National
Criminal Information Center. SSA agreed to pursue matching
agreements with the States to provide us with State fugitive data.
Twelve States and three major cities have already entered into
such agreements, and more are in the pipeline.

Our efforts to increase the inbound flow of information have
reaped immediate rewards. We have identified over 28,000 fugi-
tives receiving SSI payments since the program’s inception 4 years
ago. Almost half of those occurred in fiscal year 2000. As we ex-
pand our capabilities to obtain accurate fugitive information, we
expect that number to continue to grow.

The savings are significant, more than $34 million in fiscal year
2000 alone. While it is this bottom line that is directly relevant to
our mission, a critical fact is often overlooked.

Our agents participated in the arrests of more than 1,000 of the
almost 14,000 fugitive felons identified in fiscal year 2000. To
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maximize our resources, we focus our arrest activities on the most
dangerous criminals.

So while the cost savings is significant, we think it is even more
important that we were instrumental in removing more than 1,000
potentially violent criminals from the street.

For example, a Michigan man wanted for allegedly shooting four
people, one fatally, was recently arrested by one of our agents, as
was a California man wanted for assault with a deadly weapon on
a police officer. We also maximize our resources by making mul-
tiple arrests in a single operation.

In Detroit, in the course of a 3-day operation, we arrested 82 in-
dividuals wanted for offenses ranging from armed robbery to crimi-
nal sexual assault. The savings effectuated by suspending SSI pay-
ments to these individuals is the topic of this hearing, and I do not
wish to undersell its importance. But this committee and the public
should understand that this project goes beyond cost savings. It
saves lives.

There are also three other improper SSI payment areas that my
full testimony covers in some depth. These are, first, improper pay-
ments to deceased auxiliary beneficiaries; second, payments to
child beneficiaries who are 18 years of age and are no longer full-
time students; and third, disability insurance payments paid to
persons who also receive State worker’s compensation benefits.

In each of these areas, our Office of Audit has issued reports to
SSA and progress is being made to address the recommendations
from these reports.

In a sense, most of the work that we do at SSA OIG deals with
payment accuracy. The sum of our audit, regulatory, and investiga-
tive efforts on a daily basis has a direct impact on reducing im-
proper payments.

Thank you, Mr. Chairman, for the opportunity to be here today.
I will be happy to take questions when you have them.

[The prepared statement of Mr. Huse appears in the appendix.]
The CHAIRMAN. Thank you.
Mr. Streckewald?

STATEMENT OF FRITZ G. STRECKEWALD, ACTING ASSISTANT
DEPUTY COMMISSIONER, OFFICE OF DISABILITY AND IN-
COME SECURITY PROGRAMS, SOCIAL SECURITY ADMINIS-
TRATION, BALTIMORE, MD

Mr. STRECKEWALD. Good morning, Chairman Grassley, members
of the committee, Senator Baucus. Thank you for inviting me here
to discuss the findings of several audits conducted by the Office of
the Inspector General.

I want to briefly discuss the efforts the agency has undertaken
to strengthen and maintain the integrity of the Old Age, Survivors,
and Disability Insurance and Supplemental Security Income (SSI)
programs in the areas addressed by the audits.

I will summarize my written testimony and ask that the full,
written statement be placed in the record.

One focus of the Inspector General (IG) audits is the issue of fu-
gitive felons. Under law, a fugitive felon is not eligible to receive
SSI benefits. However, this prohibition does not apply to the
OASDI program.
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Under our Fugitive Felon Project, we work closely with law en-
forcement agencies throughout the United States. We conduct com-
puter matches with many of the available sources of warrant infor-
mation, including the Federal Bureau of Investigation’s National
Crime Information Center, which is a major national repository for
felon warrant information.

SSA has signed agreements with the U.S. Marshall Service and
the FBI, which gives us access to all Federal, and many State and
local, warrants. Unfortunately, only about 30 percent of all out-
standing warrants are reported to the NCIC.

Eleven states report all of their warrants to the NCIC. Because
the remaining 39 states report some, but not all warrant informa-
tion, SSA and the Inspector General are actively pursuing match-
ing agreements with the other states.

SSA currently has signed agreements with 12 of these States to
obtain additional warrant information that is not reported to the
NCIC. We also have agreements with the three major metropolitan
police departments: New York City, Baltimore, and Philadelphia.

In order to protect individuals from invasions of their privacy,
these data matches and exchanges are done pursuant to agree-
ments that comply with Privacy Act requirements.

When we obtain warrant information from any of these sources,
we first match those records against SSA files to verify identity. A
second match is then conducted against our SSI beneficiary files to
determine if any fugitives are receiving SSI payments. The results
of the second match are forwarded to the Inspector General for ac-
tion.

Over 22,000 fugitive SSI beneficiaries were identified through
this process during fiscal years 1998 through 2000, and over 2,800
of these fugitives were apprehended, after working with law en-
forcement agencies. The Inspector General refers its findings to
SSA so that we can suspend benefits.

SSA has gained experience identifying and suspending benefits
as a result of our enforcement of prisoner suspension provisions,
and I would like to discuss that experience, briefly.

Beginning in 1994, SSA undertook several initiatives with State
and local entities to ensure that Social Security and SSI payments
are not made to prisoners. Today, SSA has monthly prisoner re-
porting agreements with correctional facilities, covering 99 percent
of the U.S. inmate population.

SSA is authorized to share prisoner information with other agen-
cies administering Federal or federally-assisted cash, food, or med-
ical assistance programs. We are working with these agencies to
make sure that prisoners do not receive improper payments from
the Federal Government.

At this point, let me also briefly address three other beneficiary
categories with payment integrity concerns. That is, payment to de-
ceased beneficiaries, worker’s compensation offset cases, and moni-
toring school attendance by child beneficiaries over the age of 18.

SSA processes over two million death reports annually. We com-
pile and maintain a comprehensive database containing death in-
formation provided by family members, funeral homes, all of the
States, and some territories, the Department of Veterans Affairs,
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the Health Care Financing Administration, banking institutions,
and other sources.

SSA independently verifies death reports from other government
agencies before terminating benefits. We have identified ways to
improve the death reporting operation, and within the next 2
months we will pilot a National Electronic Death Registration
Project in New Jersey.

Several IG reports have raised concerns about the administration
of worker’s compensation provisions. Social Security Disability ben-
efits are reduced when a worker is also receiving periodic or lump
sum worker’s compensation payments from Federal, State, or local
government programs.

SSA asks the worker when he or she applies if they will be re-
ceiving any worker’s compensation payments that would require
offset, and we rely primarily on the beneficiaries to voluntarily re-
port changes in worker compensation status and payments. Pay-
ment errors occur when the beneficiary fails to inform SSA of such
changes.

To address this problem, SSA has instituted a number of meas-
ures, including a new process to re-verify worker’s compensation
payment status every 3 years. We also have established a computer
matching agreement with Texas, and we have a similar agreement
with the U.S. Department of Labor.

Finally, let me describe the new process to monitor school attend-
ance by child beneficiaries over 18. In our personal contact with
every student, we stress the student’s responsibility to report any
changes in their school attendance to SSA.

In addition, the school must verify the students’ attendance be-
fore any benefits are paid, and we strongly encourage the school to
report any change in the students’ status directly to SSA.

In conclusion, let me assure you that we at SSA believe that the
public’s confidence in the integrity of the Social Security program
is absolutely critical. For this reason, one dollar of every four dol-
lars in SSA’s administrative budget is dedicated to program stew-
ardship and integrity.

I would be happy to answer any questions you may have.
[The prepared statement of Mr. Streckewald appears in the ap-

pendix.]
The CHAIRMAN. Thank you.
Dr. Kyle?

STATEMENT OF DANIEL G. KYLE, PH.D., CPA, CFE, LEGISLA-
TIVE AUDITOR, STATE OF LOUISIANA, BATON ROUGE, LA

Dr. KYLE. Good morning, Mr. Chairman and members of the U.S.
Senate Committee on Finance. Thank you for allowing me to offer
my testimony here in Washington today.

In serving as Louisiana’s legislative auditor, I have a number of
responsibilities. I hold my appointed position within the legislative
branch of State government. I have served in that capacity since
1989.

As a legislative auditor, I serve as fiscal advisor to the legislature
and as auditor of the fiscal records of the State, its agencies, and
political subdivisions. My responsibilities include financial compli-
ance, performance, and investigative audits.
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As authorized by the U.S. Congress, I am also the auditor in
Louisiana of Federal monies received by the State. My annual sin-
gle audit meets the requirements of the Single Audit Act, as
amended in 1996, and the associated U.S. Office of Management
and Budget Circular A–133. It is as auditor of the Federal monies
received by my State that I am here today.

During my tenure as legislative auditor, I have issued several fi-
nancial-related audits of Louisiana’s Medicaid program, which is
administered by the States’s Department of Health and Hospitals.

Among these are the following. In 1995, I reported that Lou-
isiana paid a national accounting firm approximately $100 million
to assist the State in enhancing revenues from Medicaid dispropor-
tionate share payments.

In that same year, I reported that Louisiana paid approximately
$20 million to an independent contractor to assist in establishing
Medicaid eligibility for patients treated in State-operated hospitals.

At your invitation, I am here today to address my most recent,
and yet unresolved, concern. Specifically, Louisiana is using Med-
icaid to fund health care of State-incarcerated prisoners who are af-
forded medical care in State-operated hospitals.

The Louisiana University State Health Science Center, Health
Care Services Division, estimates that the cost to treat prisoners at
its nice facilities has averaged $21 million over each of the past 4
years.

The Federal financial participation relative to Louisiana’s Med-
icaid program is, therefore, estimated to be approximately $15 mil-
lion each year for such care.

In November of 1996, my office sent a letter to the Health Care
Financing Administration seeking clarification of Louisiana’s prac-
tice of including prisoner days in the allocation formula for dis-
proportionate share payments.

Louisiana allocates disproportionate share payments adjustments
to State-operated hospitals to cover costs incurred by hospitals in
serving patients who are not deemed Medicaid-eligible.

My staff expressed its view that title 42, part 435, section 1008
of the Code of Federal Regulations provides that Federal financial
participation is not available in expenditures for service provided
for individuals who are inmates of public institutions.

In that letter, we stated that it was our understanding that, on
June 11, 1996, HCFA approved an amendment to the Louisiana
Medicaid State Plan. That amendment provided that prisoners re-
ceiving services in State hospitals are deemed indigent, in accord-
ance with Louisiana law.

Despite the applicable Code of Federal Regulations, this amend-
ment allowed Louisiana to include prisoner days in the allocation
formula for disproportionate share payments.

Therefore, Medicaid contributes approximately $15 million each
year for the health care costs of State-incarcerated prisoners.

Throughout my career as a legislative auditor, my general coun-
sel has advised me that one cannot do indirectly what he or she
is not allowed to do directly. I, therefore, question how HCFA can
allow Louisiana, or any other State, simply by passing a State law,
to include prisoner medical care in the Medicaid disproportionate
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share payments when the Code of Federal Regulations specifically
States that such costs are not allowable.

HCFA offered no resolution to my 1996 letter. In 1999, I asked
the State Department of Health and Hospitals to defend its posi-
tion relative to this practice. The department provided an opinion
from its counsel in Washington, Covington & Burling. They opined
that Louisiana’s practice is fully in accordance with law and the
approved State plan.

The department further contended that the regulations gov-
erning disproportionate share payments and those regarding direct
Medicaid funds and eligibility are mutually exclusive.

Subsequent to receiving the Department’s legal opinion, I again
wrote to HCFA in 1989, received no response, and later decided to
go to the Inspector General of the U.S. Department of Health and
Human Services.

As to this date, I have not received any written communication
either supporting or challenging Louisiana’s position.

I will continue to try to get an answer to this question. Thank
you.

[The prepared statement of Dr. Kyle appears in the appendix.]
The CHAIRMAN. Thank you.
Mr. Mangano?

STATEMENT OF MICHAEL F. MANGANO, ACTING INSPECTOR
GENERAL, DEPARTMENT OF HEALTH AND HUMAN SERV-
ICES, WASHINGTON, DC

Mr. MANGANO. Thank you, Mr. Chairman and members of the
committee. I appreciate this opportunity to update you on the work
that we have been doing on improper payments within our depart-
ment.

You may be aware that just recently we released our latest re-
view of improper payments in the Medicare program for fiscal year
2000. In that review, we found that about $11.9 billion in the last
fiscal year was spent improperly. That equates to about 6.8 percent
of the $174 billion in Medicare fee-for-service payments.

I might add, though, that that is a reduction of about 50 percent
from the first time we did that review back in 1996, when the rate
was up to 14 percent, or $23 billion.

These improper payments can range anywhere from simple bill-
ing mistakes, all the way up to outright fraud and abuse. They are
usually caused by medically unnecessary, unsupported, or non-cov-
ered services, or coding errors made by the health care providers.

These errors make up the largest category of improper payments
within our particular department. But, even having said that, we
still believe that most health care providers in this country are
dedicated to providing high-quality care and are honest in their
dealings with the Medicare program.

At the same time, we have got to continue to be concerned about
all errors, even if they are totally innocent. According to the Con-
gressional Budget Office and the Medicare trustees, the 50-percent
reduction in improper payments can be a major factor in the reduc-
tion of the Medicare inflation rate over the last several years to the
lowest rate in history, as well as extending Medicare solvency of
the trust fund an additional 30 years over the last 5 years.
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Another factor causing improper payments in the Medicare and
Medicaid program has been their sometimes-antiquated, complex,
and incompatible computer technology. I would like to illustrate
these vulnerabilities by highlighting some of the problems that we
have investigated in our work dealing with payments made on be-
half of deceased and incarcerated beneficiaries.

In our inspection of the Medicare payments for services after
death, we found that Medicare paid $20.6 million in one particular
year for services that started after the beneficiary’s date of death.

About $12.6 million of this was in cases where we had not re-
ceived the date of death information from the Social Security Ad-
ministration. But about $8 million was equated to those situations
in which the Health Care Financing Administration actually had
the date of death within their payment service system, but the sys-
tem did not alert the contractors to prevent the payment for those
bills.

Similarly, working with the State of Ohio, auditors found that
they had paid, over a 6-year period, $82 million for Medicaid recipi-
ents who had these payments made after the patient had died.

I might add that 30 percent of all Medicaid beneficiaries in the
State of Ohio who had died that year did not have that information
included in their files, so the payment would continue.

We are currently conducting a series of audits on Medicare pay-
ments provided on behalf of beneficiaries in the custody of Federal,
State, and local law enforcement organizations.

Medicare will not pay for these benefits unless the authorities re-
quire all prisoners to pay for their health care, and the State or
local jurisdiction provides a vigorous attempt to collect these pay-
ments.

Our audit found that $32 million in Medicare fee-for-service pay-
ments on behalf of about 7,400 incarcerated beneficiaries were
made in calendar years 1997 through 1999. We are also in the
process of reviewing Medicaid payments for services to inmates.

The problems of ensuring appropriateness of payments in a com-
plex program environment are not limited just to Medicare and
Medicaid. Just last month, we have joined with the Omaha Police
Department and the Douglas County Sheriff’s Office to arrest a
total of 36 fugitives over 2 days who were on fugitive warrants at
the same time they were receiving benefits through the Temporary
Assistance for Needy Families program in Douglas County, Ne-
braska.

This project showed that, with more effective matching programs
in place, we could identify other fugitive felons who are receiving
benefits from other programs of our department.

The good news I have to tell you this morning, is that the Sec-
retary has named reforming the management and systems of our
department as one of his top priorities. In recent testimony, he has
talked about pledging to identify additional resources and ways to
develop a uniform financial accounting system for the department,
improved information technology, and maximizing the ability for
systems to share information.

Mr. Chairman, this commitment to investing in systems infra-
structure in rooting out improper payments is absolutely necessary
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if we want to better use the valuable resources available for the
care of beneficiaries in the programs of our department.

That completes my oral testimony. I will be happy to answer
questions then the appropriate time comes.

[The prepared statement of Mr. Mangano appears in the appen-
dix.]

The CHAIRMAN. Thank you.
Ms. McMullan?

STATEMENT OF MICHAEL McMULLAN, ACTING DEPUTY AD-
MINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION,
DEPARTMENT OF HEALTH AND HUMAN SERVICES, WASH-
INGTON, DC

Ms. MCMULLAN. Senator Grassley, Senator Baucus, and distin-
guished committee members, thank you for inviting me here today
to discuss the Health Care Financing Administration’s efforts to
ensure that Medicare does not make improper payments to services
provided for incarcerated beneficiaries.

I would like to thank the Office of the Inspector General for their
valuable assistance in helping us to identify improper payments in
this, and other instances, and to help ensure the integrity of the
Medicare trust funds. I would also like to thank the Social Security
Administration for the assistance they provide us.

Medicare pays for the health care of almost 40 million bene-
ficiaries, involving nearly one billion claims from more than one
million physicians, hospitals, and other health care providers.

This year, we expect to make more than $230 billion in Medicare
payments. We have made substantial progress over the last several
years in reducing errors and eliminating fraud from the Medicare
program through a variety of ways.

As reported in the OIG’s recent Chief Financial Officer’s Audit,
we have reduced Medicare’s error rate by half and, for the second
year in a row, we received a clean financial opinion.

On an ongoing basis, we independently identify improper pay-
ments or irregularities through our own detection efforts and, when
appropriate, refer these anomalies to the OIG and law enforcement
for further investigation.

We have taken steps to eliminate improper payments identified
through reviews by the OIG and others, such as those highlighted
in the OIG’s recent report we are here to discuss today.

These reviews serve as valuable and important road maps in di-
recting us to needed improvements in many different areas of our
programs. Despite these collective efforts, we know that improper
payments still occur and that there is room for improvement.

I assure you that remain committed to taking appropriate actions
to remedy these problems and ensure we continue to meet our fidu-
ciary responsibilities of protecting the Medicare trust funds from
errors and fraud.

Under the law, Medicare has no obligation to pay for health care
services provided to incarcerated beneficiaries in Federal facilities.
Medicare only pays for health care services for beneficiaries incar-
cerated in State and local facilities when special conditions have
been met.
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We have instructed our contractors to presume the claims from,
and on behalf of, prisoners in State and local facilities that have
not met these conditions and should be denied. However, currently
we have no centralized data source for identifying individuals who
are incarcerated.

The OIG identified that Medicare had improperly paid for health
care services provided to incarcerated beneficiaries during a 3-year
period. The exact amount of the improper payments and Medicare’s
liability has not yet been determined.

The OIG noted that this error is largely due to our contractors
having no reliable mechanism for determining whether a claim has
been submitted on behalf of an incarcerated beneficiary.

We are grateful for the OIG’s recommendation on how to ensure
we collect the necessary data to ensure that these improper pay-
ments do not occur in the future.

As part of our comprehensive plan for program integrity, we have
contracted with program safeguard contractors to review systems’
vulnerabilities. We will charge one of these contractors to deter-
mine the risk associated with payments to providers caring for in-
carcerated beneficiaries and how best to mitigate these risks.

In addition, the program’s safeguard contractor will perform
post-payment reviews to identify and recover any over-payments
we have made.

I assure you that we are moving forward and will continue to
thoroughly examine how we can best obtain information on incar-
cerated beneficiaries and provide this information to our contrac-
tors so that we can minimize the possibility of improper payments
in the future.

I am happy to answer the committee’s questions.
[The prepared statement of Ms. McMullan appears in the appen-

dix.]
The CHAIRMAN. Senator Nickles?
Senator NICKLES. Mr. Chairman, I need to run. I just want to

compliment you for having the hearing, and thank our panelists for
doing it. This is enlightening, although it is troubling.

I am bothered to think, when we think we have tightened up the
DSH program, to find out that some States may be using inmates
to qualify for additional methods. I think, if they cannot be stopped
administratively immediately, then we can stop that with a little
language. I will be happy to work with you on that.

I also appreciate some of the other suggestions that were made,
and I will work with you. I am still struggling with which should
be done administratively, what should be done legislatively, or
maybe a combination of both. But I will work with you and other
members of the committee to try and make sure that we do that.

Again, I want to thank our panelists, and thank you, for having
this hearing. It has been very helpful.

The CHAIRMAN. Yes. At the very least, if something can be done
administratively, we ought to expect the administrators to do it ac-
cordingly, right now. Thank you.

Senator NICKLES. Thank you, Mr. Chairman.
The CHAIRMAN. I now call on Senator Baucus, for both an open-

ing statement that he was not able to make because he was busy
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elsewhere, then second, you can go right into your 5 minutes of
questioning when you are done with that.

Then if Senator Thompson is under any particular time con-
straints, I could let you go after Senator Baucus, before I ask a se-
ries of questions, if you want to.

Senator THOMPSON. How could I say no to that? [Laughter.]
Senator BAUCUS. Well, you could.
The CHAIRMAN. So do not start the clock on Senator Baucus until

he is done with his opening statement.
Senator BAUCUS. I will just take, roughly, 5 minutes, anyway.
First, Mr. Chairman, I highly compliment you for holding this

hearing. This is what Congress should do, namely, have oversight
hearings on basic matters that affect our government to see how
things are working or things are not working, and what we can do
to help make them work better, in addition to just passing laws.

After the laws are passed, it is not very glamorous, but the real
work, and I think the more effective work, is what you are doing
here, holding a hearing on a very important subject.

I guess the basic question I have of all the witnesses, is to what
degree is the solution essentially just more resources, getting com-
puters up to date, not only HCFA computers, but State and other
Federal agency computers, whether it is Justice or State com-
puters, so they could match more quickly and then have the re-
sources to get the data. That is, of course, one subject we have to
work on. Then there are other questions like, how does law enforce-
ment work with the other agencies, and vice versa?

But let me just, first, address the question on resources. Maybe
some of you witnesses could just give us a sense of how hard you
are working to try to solve this problem, but where you are stymied
because of lack of resources, if that is it, or where else you are sty-
mied.

Who wants to jump in and try to get a handle on that one?
Mr. HUSE. I would be very glad to start this discussion out.
Senator BAUCUS. All right.
Mr. HUSE. I speak for the Social Security Administration’s Office

of the Inspector General.
Senator BAUCUS. Right.
Mr. HUSE. Given the enormity of the task we have, just with re-

spect to fugitive felons, under the SSI program, I think with what
we have present right now, we are reaching all of the expectations
we could possibly get to with the resources that are extant.

To make this better, we really need to break down this Tower of
Babel, if you will, that we have in terms of different, competing in-
formation systems around the country.

For example, there is not one simple place you can go to deter-
mine whether someone is a felon in this country. In some States
a person may be a felon, in others that may be a misdemeanor.

So in order to clear through all of these records and then match
them against our own, we have to go into a very complicated proc-
ess of matching agreements which are required by the Computer
Matching Act. Perhaps there could be some adjustment there that
would help us not have to renew that every 18 months, as that
Computer Matching Act requires.
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If we removed some of these daunting obstacles away by pro-
viding incentives in terms of good information technology for State
and local law enforcement so that we can have a common format
to pass these records through, we would make this an awful lot
simpler. But that does require resources that we do not have now.

Senator BAUCUS. I heard somewhere that HCFA computers re-
quire computer code written in code that is not taught any more.

Mr. HUSE. I will give that one to HCFA.
Ms. MCMULLAN. I will answer that question in just a second.

But, just to reinforce the issue, the primary issue that we are deal-
ing with here is knowing who these people are and being able to
identify individuals who are incarcerated and felons.

In the case of SSA, it requires collecting information from a vari-
ety of different local and State officials and the Federal prison sys-
tem. We would like to be able to ride on the back of SSA’s com-
puter matching, because we get all of our data on individuals from
SSA and Medicare.

That is an impediment that could be solved, with your help, by
just reducing the burden of the Computer Matching Agreement.

To get to your issue on HCFA, our Medicare claims processing
systems are, indeed, rooted in code that was original written in the
late 1960’s and 1970’s. Some of that code is written in languages
that are no longer used because there have been improvements in
technology.

The largest reason for that, is the complexity of the systems that
we have built to process the wide variety of Medicare claims. But
what you have heard is true.

Senator BAUCUS. So how much is needed? Not gold-plated, but
what kind of resources could significantly address the problem of
matching data?

Mr. STRECKEWALD. Senator, if I may, I think, from Social Secu-
rity’s perspective, it is really an issue of resources and improving
our processes. Certainly, more resources would help. We need to
improve our reporting infrastructure, we need to invest in better
computer systems, and we need to invest in training so people
know how to use these systems and they understand how to get the
best results from them.

We need to make these matching agreements work. They are
very time consuming because they are negotiated piece by piece.
But beyond that, we are committed to improving the process itself.

On death, we have a very promising process in place that, if it
works, will get us information from the very beginning of the death
process, which is a multi-piece process. We are piloting that in New
Jersey next month and it has some promise.

On students, we re-engineered the way we deal with students,
and we get much better information from them. So we are doing
a combination of looking where our resource needs are, improving
our infrastructure, and also improving our processes.

Senator BAUCUS. Now, do you have business plans with bench-
marks so you have a rough sense of the number of fugitives receiv-
ing payments who should not receive payments, a rough number of
felons receiving payments who should not, or the number of those
over 18? I mean, all of these various categories here.
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Do you have a plan in various agencies so that six months from
now, a year from now, you are going to get the numbers down to
quantifiable levels, so that when we meet with you a year from
now we can go over all of that?

Mr. HUSE. We will bring you results. We have, I think, good re-
sults now.

Senator BAUCUS. So what are your plans? What percent reduc-
tion do you expect to achieve in the next year?

Mr. HUSE. Those are definitely affected by resources. In other
words, to get to the universe of the full potential, we cannot do that
with the resources that we have right now.

Senator BAUCUS. All right. What resources do you need?
Mr. HUSE. That is a very complex question, and I would be

pleased to provide you with an answer to that after we did some
math for you. We included it in our budget.

The CHAIRMAN. But can you give him an answer in writing be-
fore we get a final report done?

Mr. HUSE. We can do that.
Senator BAUCUS. Yes. I would like that. I know it is tough, but

we will find a way.
Mr. Chairman, to the degree that the answer here is resources,

we have got to find out what resource needs are. I do not care what
the rules and regulations are, and administration, OMB going
around agency heads, and all that kind of a thing. I do not care
about that stuff. I just want to find out what the need is here.

I ask each of the various agencies here to, separately and to-
gether, compare notes here. What is needed here, in a rough esti-
mate? Get it to us within a matter of a couple, 3 weeks, and we
will follow up.

I would also like a plan. That is, assuming you had the re-
sources, what is the percentage reduction of violations that you in-
tend to achieve a year from now?

Mr. HUSE. That is fair.
Senator BAUCUS. All right. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. All right. Thank you.
Maybe included in that would be some sort of pay-back.
Mr. HUSE. Return on investment.
The CHAIRMAN. Yes.
Mr. HUSE. Sure.
The CHAIRMAN. Senator Thompson?
Senator THOMPSON. Yes. Thank you, Mr. Chairman.
Before we get too far down this road of more resources as being

the main problem, let me answer the Senator’s question, I think,
referring to the Social Security Performance Plan for fiscal year
2002. The actual 1999 overpayments, the accuracy rates, was 94.3.
The goal for 2001 is 94.7. So, basically, their goal for 2001 is essen-
tially the same as what they have got now.

So my suggestion here is that, a good deal of the problem has
to do with the Results Act which Congress passed and is now sup-
posed to be off and running, where these agencies are supposed to
be setting forth their goals and the way that they are going to
achieve those goals, and then they come back and report as to
whether or not they have been able to achieve them.
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The problem with the Social Security Administration is that it
sets extremely low goals for itself. It sets as its goal for next year
essentially the amount of waste, fraud, and abuse that they have
this year. So, that is a financial management problem. I think all
of this comes under the rubric of financial management.

Certainly, everybody could use less money and so forth, but the
GAO has told us pretty consistently now that our entire govern-
ment is fraught with problems with regard to financial manage-
ment. It is one of the two or three major problems. It is resulting
in what you are seeing here today, which is the tip of the iceberg.

As I pointed out earlier, we are looking at, in 1999, $20 billion
just in 21 programs. We have got thousands of programs. We are
looking at 21 of them, and come up with $20 billion, and we do not
even have any idea as to the ones that we are not receiving infor-
mation on because we do not require these other programs, these
other agencies, to report or even try to come up with estimates, in
many cases.

I think the Inspector General of the Social Security Administra-
tion has done a good job. They estimate and they point out that
three of these major programs have been estimated, but they are
not reducing. Your numbers are a lot smaller than HHS numbers.

But the problem with the Social Security Administration, is that
you are not making any progress. They just continue on basically
at the same level every year. The question is, how do we get past
that? HHS has made major reductions, but is still at $11.9 billion
for 2000 in terms of these overpayments.

But that is just Medicare. We do not look at Medicaid here. I
know that the Inspector General has recommended that we come
up with a system to estimate improper payments as far as Med-
icaid is concerned. What is the status of that?

Mr. MANGANO. Just in the last year, there was, I think, about
$3.5 million that was given to the Health Care Financing Adminis-
tration to start some pilot projects on coming up with ways to iden-
tify improper payments in the Medicaid program.

One of the difficulties that is going to be involved in this one, is
it is not as neat as Medicare. Medicare is a national program. We
can take samples across the country and find out what the im-
proper payment rate is.

With States, the Medicaid program is a little different in every
particular State, and that is because it is administered by those
States and they have some flexibility in terms of the services that
they can offer and not.

Our office has pledged to work with the Health Care Financing
Administration in coming up with some ways to identify improper
payments to those States. We are anxious to get started to work
and see if we can get to that level where we can have——

Senator THOMPSON. The Department of Agriculture, of course, es-
timates improper payments in its food stamp program, and it is
also administered by the States, right?

Mr. MANGANO. That is correct.
Senator THOMPSON. So it can be done. Just to point out the im-

portance of getting a handle on Medicaid, I noticed here in one of
our results that we came up with, in a criminal case, as I say, this
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is just a little indicator, just one instance, it cost the taxpayers
more than a billion dollars.

Federal and State investigators uncovered a massive criminal
scheme to fraudulently bill California’s Medicaid program for med-
ical supplies. They are now investigating another scheme out there
in the same program worth millions of dollars. But this medical
supply scheme, a Medicaid scheme in one State, was over $1 bil-
lion. So that is the kind of potential monies that we are talking
about. We have no idea right now in terms of what Medicaid fraud
might be.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Thompson.
Again, I said that, as we pursue this, both from pushing the ad-

ministration to do whatever they can do administratively, as well
as any change in law, we would like to have the benefit of your
help, particularly the work you did in your committee.

Mr. Horn, are you still receiving Social Security checks at your
last place of residence, and if so, how do you know that you are?

Mr. HORN. The last one that I recall receiving was last month,
before I was arrested.

The CHAIRMAN. And you have had communication so that you
know that you have received it?

Mr. HORN. Yes.
The CHAIRMAN. You actually have control of the money that you

received in that check?
Mr. HORN. Yes.
The CHAIRMAN. All right.
I would like to ask Commissioner Streckewald, what action has

the Social Security Administration taken to address and implement
the recommendations of the IG report on Payment to Fugitive Fel-
ons and Parole Violators?

Mr. STRECKEWALD. Mr. Chairman, the IG has highlighted several
areas that we think, and agree with him, need improvement. We
agree with the findings and we are working to implement them,
specifically, extending our efforts to work out matches with the
States.

We have 12 matches with the States, and we hope to have
matches with the rest of the 39 states that do not report all of their
information to the computer file of the FBI. We hope to have those
completed within the next year.

The CHAIRMAN. I think there are 11 States and 2 cities that are
reporting information about warrants as of this date.

Mr. STRECKEWALD. We have reached matching agreements with
12 States and 3 cities.

The CHAIRMAN. All right.
Mr. STRECKEWALD. There are still roughly two-thirds of the

States that do not report all of their information. We are working
with them right now.

The CHAIRMAN. Are you having some problems with the U.S. De-
partment of Agriculture in getting a sharing agreement?

Mr. STRECKEWALD. It is more of an issue that there is no central
repository of the information at USDA. We looked at it, we talked
to them, and right now it is not technically feasible to use their in-
formation in our matching operation. But we are going to stay in
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touch with them and, if the opportunity arises, we will take advan-
tage of it.

The CHAIRMAN. Yes.
Mr. Horn, now that you reside in a State facility, do you need

Social Security checks, and is the State providing all of your needs,
medical or otherwise?

Mr. HORN. Well, somewhat, they do. The State provides some
medications. But, overall, a lot of the medications we have to pay
for ourselves. So, Social Security was a great help to me.

The CHAIRMAN. So you feel you need your Social Security check
then for some medical supplies that the State would not otherwise
give you.

Mr. HORN. Yes.
The CHAIRMAN. I do not know anything about New Jersey and

how it provides health care for people that are in jail or prison. But
you are telling me then the State of New Jersey would not provide
you with all of the medicine or other medical needs that you re-
quire or that your doctor would prescribe. Is that what you are say-
ing?

Mr. HORN. Yes.
The CHAIRMAN. Mr. Horn, do you believe that you should receive

disability payments while fleeing from authorities?
Mr. HORN. I figure that when I was working, that they were tak-

ing money out of my check. So I thought, quite naturally, that I
was entitled to it.

The CHAIRMAN. Also, Mr. Horn, how would you be affected if
your Social Security disability checks were cut off while you were
in prison?

Mr. HORN. I would have to get by the best I can.
The CHAIRMAN. If you were in prison as opposed to being in jail

where you are now, would the State of New Jersey take care of all
of your health care needs? You say the present facility you are in
will not.

Mr. HORN. Yes. Well, it is the same way in the prison. They take
care of some of your needs, some of them we have to pay for.

The CHAIRMAN. All right. So, in other words, the prison system
has a doctor. The doctor makes a determination that you need
something.

Mr. HORN. Yes.
The CHAIRMAN. In some instances they pay for it, but in other

instances they do not.
Mr. HORN. Yes.
The CHAIRMAN. Is that true of you, or is that true of all pris-

oners?
Mr. HORN. All prisoners.
The CHAIRMAN. For Commissioner Streckewald, the chief finan-

cial officer report of fiscal year 1999 reflects approximately $4 bil-
lion in improper payments at the Social Security Administration.

Specifically, $1.6 billion in SSI, $1.3 billion in Old Age, Survivors’
Insurance, and $1 billion in Disability Insurance, obviously, a sub-
stantial sum of money, potentially wasted if not recouped.

My understanding is that, if improper payments are not recouped
quickly, the chances of recoupment decrease significantly. If that is
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true, what is the Social Security Administration doing to address
the loss of funds, and particularly in a timely manner?

Mr. STRECKEWALD. Mr. Chairman, we recover as much of the
debt owed as possible. We recover from people who are receiving
benefits. Obviously it is much easier to recover money from their
checks. So, we receive about 90 percent of the overpayments that
are owed by people who continue to receive benefits.

We also estimate that 60 percent of any debt would be recovered
over a 7-year period. Last year, we recovered over $2 billion worth
of debt, which exceeded our GPRA goal.

I think you are right, though. Some of the authorities that were
granted us in recent legislation, along with the debt collection
plans that we have in place, will allow us to increase that figure.

The CHAIRMAN. Along the lines of what Senator Nickles said just
before he left, that however it needs to be done, administratively
or by law, do you have, particularly in what Dr. Kyle testified to,
the States, through the disproportionate share program, et cetera—
I guess I am asking the wrong person. I have got to ask HCFA
that.

So let me ask you, following up on that. Is there any sort of rule
of thumb, what you have in your mind, how much of that can be
done administratively and what we have to do, if we have to
change any law?

In other words, if it can all be done administratively to take care
of the situation Dr. Kyle laid out, I would like to have you do that
because it takes forever to get a bill passed around here, regardless
of how justified the change in law might be.

Ms. MCMULLAN. Right. The statute is broad on this issue. The
issue in Louisiana is essentially that the State has determined that
inmates are indigent, and are charged off against the dispropor-
tionate share hospitals.

In Louisiana and Pennsylvania, we approved that practice. We
are re-looking at that practice now so it can be solved administra-
tively, in working with the States, to reduce the ambiguity in the
way that that is applied.

But Medicaid has many different layers of complexity in the way
that these issues are resolved, so it is taking us some time to have
the conversations with all of the States to make sure that we do
not, in correcting the problem, create a different sort of a problem.

The CHAIRMAN. All right. So, at least in that instance, it can be
done administratively.

Ms. MCMULLAN. Yes, it can.
The CHAIRMAN. All right. What can I say, other than, I hope you

get at it right away? You are at it.
Ms. MCMULLAN. We are actively working with the States on this

issue.
The CHAIRMAN. All right.
Mr. MANGANO. Mr. Chairman, can I add something to that an-

swer?
The CHAIRMAN. Yes.
Mr. MANGANO. I think in the work that we have done everything

can be done administratively. But it is a cumbersome process, be-
cause you have got to identify folks, you have got to be able to
match, et cetera.
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But there is one thing that would help legislatively, and maybe
I could just put a bug in your ear on this, and maybe at some point
it might be useful to do.

In thinking about this testimony last night, I was struck by the
simplicity of the Social Security Administration in terms of, they
have, by law, the authority to just stop making Social Security pay-
ments once a person is in jail for a period of time.

The Health Care Financing Administration does not have that
kind of flexibility with the Medicare and Medicaid programs. As we
talked about in the testimony, if a State requires all prisoners to
pay for their health care and they vigorously go out and collect this
information, they can count that. They can allow Medicare and
Medicaid to pay for those bills.

If Medicare and Medicaid had the same kind of legislative re-
quirement that Social Security has, that is, you shut off payment
after a person becomes incarcerated, it would make that process a
whole lot simpler, it would be fairer, and much easier to admin-
ister.

The CHAIRMAN. Well, it has got to be an oversight by Congress.
There could not be any philosophical reason for treating prisoners
with one program differently than from another, probably a dif-
ference in time in which the law was enacted, an oversight.

As you think about it, if you applied the common sense test, can
you think of any reason why the same common sense that applies
to Social Security could not also apply to Medicaid, or is there some
reason?

Mr. MANGANO. I think the only common sense is it gives States
an opportunity to put off some of their costs on the Federal Govern-
ment in the case of the Medicaid program. In the case of Medicare,
the Medicare is a guaranteed payor. If Medicare is liable to pay for
it, Medicare will pay for it.

But when you look at the fairness issue, in Social Security, per-
sons who are on Old Age, Survivors, and Disability Insurance, they
have earned that benefit. The same case could be made for Medi-
care, so it is very similar that way.

In Medicaid, it is not necessarily an earned benefit, but rather
because of a person’s indigent status that they would be eligible for
it. So, I can think of no reason why the Congress would not want
to do it.

The CHAIRMAN. All right.
Back to Mr. Streckewald. I also want to address this to Mr.

Huse. You have already touched on it to some degree, but getting
back to Congress passing the law in 1996 prohibiting Supplemental
Security Income payment to fugitive felons and parole violators.
That was five years ago, yet your agency has not reached sub-
stantive data sharing agreements with States. We have mentioned
the 12 States and 3 cities.

What is the reason for the delay, and when could we expect the
law to be in effect nationwide?

Mr. STRECKEWALD. The law was passed in 1996. Right away,
within 1 month or 2 months, we sent out instructions to all of our
field offices letting them know what to do when we become aware
of a fugitive felon.
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What took longer was to work with the Inspector General and
start to seek out the sources of information that we needed around
the country and the different files that would allow us to get a col-
lection of the fugitive felons and the warrants that are out there.

So we worked with the IG to get the agreement with the FBI and
their national crime statistics, which provided us with about 28
percent of the warrants that are out there. Then we began working
with individual States negotiating agreements. That is where we
are now. We have 12 States and, 3 cities, and we hope to be com-
pleted within a year.

The CHAIRMAN. Do you have anything to add, Mr. Huse?
Mr. HUSE. I do not disagree with that at all, Mr. Chairman. I

think we had three challenges when the law was passed. The first,
was we had to identify who were fugitive felons. That turned out
to be an awful lot more difficult task than anyone ever imagined.

I think everyone had the notion that we have one system of
records that are universal and that transcend boundaries. But, in
fact, as I used the term, it was a Tower of Babel and confusion.

Then, because of privacy issues, complicated issues in terms of
the Computer Matching Act, then also other considerations in
terms of being absolutely sure that we had identified the right
felon, which is imperative here, it has taken us some time to estab-
lish the infrastructure to do this. But, I think we have made very
significant effort in that respect.

The next challenge was, because we know we are limited by fi-
nite resources to do this, we had to prioritize and go after, really,
what were the most important possibilities with this legislation,
which, as I said, I think if you look at fugitive felons, you go after
the violent and most provocative felons, first.

The third challenge really rests with you, the Congress. I think,
to maximize the potential of the 1996 Act and to extend it to in-
clude Title II fugitive felons, we are going to look at resources and
a way to do this to its fullest possibility. That is my two cents.

The CHAIRMAN. Let us follow up on what you just said. I under-
stand that there has been some problem with these agreements be-
tween Social Security and FBI. What recommendations do you
have to improve the efficiency of the program, which is computer
matching, between Social Security and the Information Technology
Center?

Mr. HUSE. The FBI is doing a good job with the universe of
records that we are bringing to them, which is the 28 percent of
the possibility in terms of fugitive felons here.

Once we complete all of the matching agreements across the
United States, that universe is considerably broader. At that point,
their capacity to do this, or anyone’s, really becomes constricted by
the finite possibilities you have to complete this work.

I think the answer goes back to looking at resources and where
best to place those. I think, when we are dealing with these State
records, perhaps that is a function we should just do ourselves at
Social Security OIG. Again, we need to build that capacity to do
that. But, one way or the other, we have to put that capacity in
to meet this universe that is out there.

I want to add one point, though, Mr. Chairman. From the day
that the law was passed, we actually went out and started to work
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on this. We did it with hand records, hand searches, and individ-
ually responding to law enforcement across the country.

Really, over time, we have some significant results there. About
$34 million worth of savings resulted from that. So, we did not ig-
nore the law, but there were unintended consequences to build a
comprehensive infrastructure. I think we can stand here and say
we have tried to do that.

The CHAIRMAN. Are you learning to do it smarter, as opposed to
working harder then?

Mr. HUSE. I think we are. I think we are.
The CHAIRMAN. Mr. Horn, during the time that you were vio-

lating parole, was Medicaid paying for your medical treatments?
Mr. HORN. Yes, they were.
The CHAIRMAN. Ms. McMullan, we have touched on a limited

number of benefit programs in what is an incredibly large HCFA
universe that you deal with, with a distinct possibility that these
problems run throughout the agency.

With this in mind, and I understand that this is a very broad
question, but could you describe the Health Care Financing Admin-
istration’s approach to addressing the kind of improper payments
being discussed here today?

Ms. MCMULLAN. The Health Care Financing Administration has
actually developed a comprehensive program integrity plan that we
would be glad to share with the committee. Essentially, we are
looking at developing a mechanism that allows us to pay right the
first time, essentially, looking to determine and first identifying
areas of vulnerability, understanding what is creating those area
of vulnerability, and then addressing the root cause.

By that, I mean if providers are billing for services that are not
covered or that we do not, in our view, believe are medically nec-
essary, then we need to go back to the provider and help them un-
derstand what is a permissible bill.

The same way on documentation errors, which represent some
portion of the error rate for Medicare, is understanding what infor-
mation needs to be in the medical record that is behind a claim so
that we can determine that we are appropriately paying.

So, we have a multifaceted approach to looking at how we can
improve getting the billing right at the beginning, because it is
much less expensive to pay right the first time than to do post-pay-
ment reviews and post-payment audits.

Having said that, we also have a program to look at doing trend
analyses and using other statistical methods to identify anomalies
in our billing records, then investigating those to determine what
is causing those, and, when we determine that overpayments have
occurred, to recover those overpayments.

So we are looking at improving the front end, then having a sur-
veillance system at the end to make sure that we catch anything
that slips through the system.

The CHAIRMAN. Dr. Kyle, at the time my staff first contacted you
you had not contacted other State auditors. Let me ask you if you
have had an opportunity to do that and know whether the situation
as it is in Louisiana is the case in other States, which obviously
then would increase the cost to the Federal Government very dra-
matically.
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Dr. KYLE. Mr. Chairman, I do not know of any other States who
are currently doing this. I have had inquiries from North Carolina
and New Mexico, and they are watching very closely what is done
with this because they are interested in doing the same thing. I
have not talked with any of the other States.

My concern would be, we have been waiting 5 years now for an
answer to this question. Our first inquiry was in November of
1996. We are to audit for compliance, and I have a Federal regula-
tion that says they cannot do this, yet, a State-approved plan by
HCFA that they can.

I would hope that, whatever corrective action is taken, that it
would be prospective. I believe that Louisiana has acted in good
faith with a HCFA-approved plan, and I would hate to see them
have to go back and pay back this money.

The CHAIRMAN. Well, it might be a case of changing it without
making them pay back as well. I do not know. If my State had re-
ceived money that they thought they were receiving legally, I guess
I would not want to have to pay it back either. But that does not
mean the policy is right. Hence, forward, it could be changed.

Ms. McMullan, not in response to just what Dr. Kyle said, but
maybe the broader issue of his entire testimony, any sort of re-
sponse you would have to what Louisiana is doing, the potential for
other States, and anything else that he has had to say, I think we
should have on record what your agency might feel about his ap-
proach.

Ms. MCMULLAN. I think that is commendable, in the same way
that we appreciate the assistance of the Office of the Inspector
General, for the States to raise issues as part of their unified audit
where they see there are inconsistencies between regulation and
application. It is useful for us to look at that.

The reality of the Medicaid program is, because there are more
than 50 different applications of the rules and the statute, it takes
us longer to determine the effects of any changes that we make in
policy. When we initially reviewed the Louisiana policy, we ap-
proved the plan. We had a recent application by another State that
we denied pending the final resolution, and it does take a long
time. I apologize, on behalf of the agency, for not having responded
to Dr. Kyle’s inquiries.

But the fact that there are so many different applications for
Medicaid across all of the States and territories, and the breadth
of the statute, it takes us a long time to determine how to best im-
plement these kinds of issues and having an even-handed approach
across all States.

The CHAIRMAN. Mr. Mangano, you indicate in your statement
that you have issued a study on the use of Medicare to fund med-
ical care for inmates. Is there a similar situation occurring with
Medicaid monies, and do you expect to conduct more studies on the
subject?

Mr. MANGANO. Yes, indeed, we do. In addition to the work that
we have done in the Medicare area, we are also going to be doing
work in other States, as Dr. Kyle has identified in his particular
State.

We are, next, going to be moving into the State of Florida. We
have been working with Dr. Kyle and Louisiana. The next State we
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are picking is Florida. Florida is probably the largest State in
terms of Medicare and Medicaid payments in the country.

The CHAIRMAN. Also, in your report on Medicare payments for in-
mates, and that was issued today, you identified $32 million in
payments. Based on current law and regulations, could you make
an estimate of how much of this $32 million in Medicare payments
for inmate medical care may be improper?

Mr. MANGANO. We are going through the process right now. In
the testimony, I indicated that Medicare would pay for this if two
conditions existed. One, that the State required all inmates to pay
for their health care, and two, that they were vigorous in their at-
tempt to collect it.

Now, it is a rebuttable condition in which the State has to pro-
vide it to Medicare, so Medicare could deny all of these payments.
In order to really get to the answer here of many were improper,
we are doing two things.

One, we are starting to review some of the State laws to find out
if the State or the local community actually did require all inmates
to pay for their health care. Then the second thing we are going
to have to do, is probably go to those local communities and find
out, are they being vigorous in their attempts to collect that money.

Now, in the real world Medicare could say, we are just not going
to pay for these things until you have proved to us that those con-
ditions exist. But the $32 million that we have right now is the
amount of money that we have identified that potentially could be
improper, but we do not have a final answer as to how much of
that actually is improper until we do those next two steps.

The CHAIRMAN. Again, how does HCFA determine whether a
Medicare beneficiary is incarcerated, and in turn, whether said in-
dividual’s health needs should be paid for by Medicare?

Mr. MANGANO. Do you want me to answer that?
The CHAIRMAN. Well, I am addressing it to you, but either one.
Mr. MANGANO. The Medicare program has told its contractors

that they are not supposed to pay for that care for a person that
is incarcerated. The difficulty that they have right now, though, is
they have no way of knowing. That is why we had recommended
in our report that they ought to use at least what we consider the
best repository of information today, and that is the Social Security
information.

I am very pleased to say that HCFA has agreed that they are
going to develop an inter-agency agreement to collect that informa-
tion from Social Security. Once they get that information, they are
going to have to put edits into their payment systems so that they
can actually identify the person when the bill is coming in.

Once those two pieces have been put together, they will have at
least the beginnings of an effective way to deny payment in those
cases where it should be denied.

The CHAIRMAN. Again, you state in your Medicare report that
HCFA does not identify Medicare beneficiaries. I guess you have
answered this, in the sense that HCFA does not know and they are
in the process of finding out who is.

Mr. MANGANO. That is correct.
The CHAIRMAN. And there is not anything that he said that you

disagree with, Ms. McMullan?
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Ms. MCMULLAN. No, there is nothing that he said that I disagree
with. The only thing that I would use this opportunity for, is to just
reinforce something I said earlier. We rely on the Social Security
Administration to give us information about all of our beneficiaries
because they, first, are Social Security beneficiaries.

So, to the extent that Social Security has matching agreements,
we would like to be part of those rather than having to repeat them
on behalf of the Medicare program. We can try to work that out
administratively, but that may take a legislative fix.

The CHAIRMAN. As I have read the Medicare law, Medicare will
not pay for services if the beneficiary has no legal obligations to
pay for the service and if the services are paid by government enti-
ties. Is that right?

Ms. MCMULLAN. That is correct.
The CHAIRMAN. All right. With that in mind, are States or other

governmental entities that are presumed responsible for medical
needs of their prisoners taking advantage of this law by making
prisoners responsible, and thereby unnecessarily shifting the cost
to Medicare?

Ms. MCMULLAN. We are only required to pay when the bene-
ficiary is not responsible themselves. It is State and local law that
governs whether or not a State and local institution requires their
inmates to pay on their own behalf.

In the Federal prison system, it is unequivocal: we do not pay.
But State and local law governs whether or not an individual that
is imprisoned at the State and local level are required to pay.

The CHAIRMAN. So there are 50 different answers to the ques-
tions.

Ms. MCMULLAN. Many more than that, when you get down to the
city and county level.

The CHAIRMAN. All right.
Mr. MANGANO. Mr. Chairman, if I could add to that. In the re-

view that we did on Medicare payments for persons who were in-
carcerated, while it was $32 million that we had identified here, it
is a growing phenomenon. In 1997, it was $7.5 million. In 1998, it
was $10.5 million. In 1999, it was $14 million.

The beneficiaries that we looked at that made up these figures
were a little over 7,000. According to the Social Security records,
there were 38,000 persons incarcerated that were eligible for both
Social Security and Medicare.

So I think that underlying the question that you have, is we are
seeing a growing phenomenon developing here. If you just took that
equation out and said that all States were doing this, you could
have a $70 million problem in a very short order of time. So, there
could be a situation where more and more will start claiming these
payments on Medicare’s part.

The CHAIRMAN. Well, it is obvious that HCFA is not collecting
the information. If Congress has not said to collect the information,
it is probably difficult to hold HCFA responsible for anything. But
has HCFA thought about collecting this information on their own?

Ms. MCMULLAN. It is much more efficient for us to rely on the
Social Security Administration because they have a much broader
mandate to collect the information than we. We can just draw,
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from those individuals who are part of the Social Security records
that are getting Medicare, the information that they have.

The CHAIRMAN. But that is half of the equation. The other half
is whether or not the State or local government is paying for it.

Ms. MCMULLAN. Right. That is true.
The CHAIRMAN. There is no effort to collect that.
Ms. MCMULLAN. There is no data collection system that we are

aware of that that type of rule set is available on a State and local
level.

Mike mentioned, and something that we are looking at as part
of their analysis in the OIG, as well as our program safeguard, is
that if the significant majority of State and local laws are that they
pay for the health care services of the individuals that are incarcer-
ated, we can presumptively deny those claims and offer the bene-
ficiary the due process rate to appeal if they have evidence that the
institution is requiring everyone in that institution to pay.

That is a possible alternative that we are investigating which
would be much more cost effective than trying to build a system
of rules at the State and local level.

The CHAIRMAN. My last question, Mr. Mangano. You referred to
a study related to Medicaid payments in Ohio on behalf of the de-
ceased involving millions of dollars of improper payments. Has
there been any followup on a national level to determine if other
States are having similar problems?

Mr. MANGANO. Yes, Mr. Chairman, there is. After we saw the re-
sults in Ohio, we decided this could be a bigger problem nationally.

We have just recently acquired the information database that we
need from the Social Security Administration, and we are starting
to do a national review. We will probably pick out the 10 States
that had the largest number of cases and do that national review.

Based on the results of that, if it still appears to be a large prob-
lem nationally, we will work with individual States and offer them
our assistance in helping them do the reviews in their individual
States.

The CHAIRMAN. Well, I thank all of you for your testimony. It has
been very helpful. I think your testimony will be helpful to the
committee in determining how best to stem the tide of lost tax-
payers’ money as a result of government error or fraud.

We have heard today about improper payments. It is not as sim-
ple as one might think. It is complex and there are no quick fixes.
Health and Human Services Inspector General and the Social Secu-
rity Inspector General have both studied these problems, and I
thank you for continuing to do so. The extent to which you have
developed recommendations that need to be followed through on
will be very helpful.

I would like to have both HCFA and Social Security report to me
on a quarterly basis. If that is a problem, let us know. But I think
I would like to receive quarterly reports towards implementing the
recommendations. I found that that has been very helpful to us in
Congress in not being a problem for HCFA when it comes to nurs-
ing homes, if we could do something similar to that in this in-
stance.

We have also heard today that there may be ways in which Con-
gress can address some of these problems through legislation. We
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obviously will take a good, hard look at those options. I talk about,
rightfully so, how it is difficult to pass legislation. But, if that is
necessary, we have to pursue it. I hope that my colleagues on both
sides of the aisle would be supportive of that effort.

Also, it is clear that something needs to be done to determine the
barriers to effective communication and transfer of information be-
tween Federal, State, and local governments.

It is quite obvious, between State governments and Federal Gov-
ernments, it might be very difficult. But I guess what bothers me
is how difficult it seems to be sometimes within our own Federal
Government, where we ought to all be on the same team trying to
accomplish the same goals.

To this extent, I expect to request a study that will assist the
committee in fashioning some common-sense solutions to this. I am
going to leave the record open for 2 weeks, as I have indicated, for
members to submit questions for additional information that you
folks have promised.

For the additional information that Mr. Huse has said he would
give us, if that is too short of a period of time, let my staff know.

Mr. HUSE. Thank you, Mr. Chairman.
The CHAIRMAN. The hearing is adjourned. Thank you all very

much.
[Whereupon, at 11:37 a.m., the hearing was concluded.]
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A P P E N D I X

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF JEROME HORN

Mr. Chairman and Members of the Committee, I want to thank you for inviting
me here today to tell my story and maybe help with the issue that is being dis-
cussed.

I am currently an inmate at the Essex County Jail in Newark, New Jersey. I’ve
been there since last month after I was arrested for violating my parole. My parole
started after I got out of prison in 1987, but I stopped reporting to my parole officer
in 1997. The truth is, even though I knew that I would be a fugitive, I just thought
that I had paid enough for the crime I committed. I had turned my life around,
away from crime, and didn’t want to report any more.

I found out after my arrest that the police were able to find me after they
matched up my fugitive warrant with the Social Security files. They were then able
to find where I was receiving my Social Security checks, in Patterson, New Jersey.
I wasn’t exactly hiding, but I had no idea that they could find me this way.

I was convicted of Armed Robbery in 1981, and spent six years at Rahway State
Prison. While I was in prison, I found out that I have a heart condition that puts
me at risk of sudden death. After I got out of Rahway in 1987, I went to live with
my mother in Newark. I can’t work because of my heart problem so I don’t have
any insurance. I applied for Social Security benefits, and then Medicaid covering my
medical bills. I don’t receive checks from any other government programs.

In 1997, I moved to Patterson, New Jersey, but I kept my checks going to my
mother’s house in Newark. That was about the same time that I stopped reporting
to my parole officer. I moved again six months ago to a new place in Patterson, but
this time I sent my change of address to Social Security and started getting my
checks there. Everything was going along just find until last month when the police
showed up to arrest me. Yes, I did know that I was a fugitive and that the parole
people were looking for me, but I didn’t know that there was anything wrong with
me getting my monthly SSI checks.

I was told that my story would help provide you with a little more perspective
on this issue and for that I’m glad to help. But to be totally honest with you, I’m
also here to help myself. I am truly sorry for having violated my parole, and I hope
that the parole board will look kindly upon my being here today. I have a son that
I am very close with and because of my heart problem, I want to spend as much
time with him as I possibly can. Thank you again for inviting me to tell my story.
I’ll be glad to answer any questions that you may have.

———————
[COMMITTEE STAFF NOTE: Although Mr. Horn stopped seeing his parole officer in 1997, he was

not officially placed in fugitive status until May 1999. As far as the Social Security Administra-
tion is concerned, the amount of improper payments made to Mr. Horn (over 11 months) amount
to $7,290. However, if you were to count back to when he stopped seeing his parole officer, the
amount (over approximately 41 months) would be more than $29,000. The SSA may not recover
the money.]
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PREPARED STATEMENT OF DANIEL G. KYLE, PH.D., CPA, CFE

Good morning Mr. Chairman and members of the United States Senate Com-
mittee on Finance. Thank you for allowing me to offer my testimony here in Wash-
ington today.

In serving as Louisiana’s Legislative Auditor, I have a number or responsibilities.
I hold my appointive position within the Legislative Branch of Louisiana state gov-
ernment. I have served in that capacity since 1989. As Legislative Auditor, I serve
as fiscal advisor to the Legislature and as auditor of the fiscal records of the state,
its agencies, and political subdivisions. My responsibilities include financial and
compliance, performance, and investigative audits.

As authorized by the United States Congress, I am also the auditor in Louisiana
of Federal monies received by the state. My annual single audit meets the require-
ments of the Single Audit Act as amended in 1996, and the associated U.S. Office
of Management and Budget Circular A–133.

It is as auditor of the Federal monies received by my state that I am here today.
During my tenure as Legislative Auditor, I have issued several financial-related au-
dits on Louisiana’s Medicaid Program, which is administered by the state’s Depart-
ment of Health and Hospitals. Among these are the following: In 1995, I reported
that Louisiana paid a national accounting firm approximately $100 million to assist
the state in enhancing revenues from Medicaid disproportionate share payments. In
that same year, I reported that Louisiana paid approximately $20 million to an
independent contractor to assist in establishing Medicaid eligibility for patients
treated in state-operated hospitals.

At your invitation, I am here today to address my most recent, and yet unre-
solved, concern. Specifically, Louisiana is using Medicaid to fund health care of
state-incarcerated prisoners who are afforded medical care in state-operated hos-
pitals. The Louisiana State University Health Sciences Center, Health Care Serv-
ices Division estimates that the cost to treat prisoners at its nine facilities has aver-
aged approximately $21 million over each of the past four years. The Federal finan-
cial participation relative to Louisiana’s Medicaid Program is, therefore, estimated
to be approximately $15 million each year for such care.

In November of 1996, my office sent a letter to the Health Care Financing Admin-
istration seeking clarification of Louisiana’s practice of including prisoner days in
the allocation formula for disproportionate share payments. Louisiana allocates dis-
proportionate share payment adjustments to state-operated hospitals to cover costs
incurred by the hospitals in serving patients who are not deemed Medicaid eligible.
My staff expressed its view that Title 42, Part 435, Section 1008, of the Code of Fed-
eral Regulations provides that Federal financial participation is not available in ex-
penditures for services provided to individuals who are inmates of public institu-
tions. In that letter, we stated it was our understanding that on June 11, 1996,
HCFA approved an amendment to Louisiana’s Medicaid State Plan. That amend-
ment provided that prisoners receiving services in state hospitals are deemed indi-
gent in accordance with Louisiana law. Despite the applicable Code of Federal Regu-
lations, this amendment allowed Louisiana to include prisoner days in the allocation
formula for disproportionate share payments. Therefore, Medicaid contributes ap-
proximately $15 million each year for the health care costs of state-incarcerated
prisoners.

Throughout my career as Legislative Auditor, my general counsel has advised me
that one cannot do indirectly what he/she is not allowed to do directly. I, therefore,
question how HCFA can allow Louisiana (or any other state), simply by passing a
state law, to include prisoner medical care in the Medicaid disproportionate share
payments, when the Code of Federal Regulations specifically states such costs are
not allowable.

HCFA offered no response to my 1996 letter. In 1999, I asked the state Depart-
ment of Health and Hospitals to defend its position relative to this practice. The
department provided an opinion from its counsel in Washington, Covington and
Burling. They opined that Louisiana’s practice is fully in accordance with law and
the approved state plan. The department further contended that the regulations
governing disproportionate share payments and those regarding direct Medicaid
funds and eligibility are mutually exclusive.

Subsequent to receiving the department’s legal opinion, I again wrote HCFA in
1999. After receiving no response, I decided later that year to send my concerns to
the Inspector General of the U.S. Department of Health and Human Services. As
of this date, I have not received any written communication from the appropriate
Federal agency either supporting or challenging Louisiana’s use of Medicaid to fund
prisoners’ health care through disproportionate share payments.
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In conclusion, I will continue to try and determine if Louisiana’s practice of using
Medicaid to fund health care costs of state-incarcerated prisoners is permissible
under current Federal law. If the practice is found to be impermissible, I ask that
Louisiana be afforded prospective treatment, since Louisiana feels it has acted in
good faith and in accordance with its state plan that has been approved by HCFA.
I am prepared to address any questions that the committee may have.
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PREPARED STATEMENT OF MICHAEL MCMULLAN

Senator Grassley, Senator Baucus, distinguished Committee members, thank you
for inviting me here today to discuss the Health Care Financing Administration’s
(HCFA) efforts to ensure that Medicare does not make improper payments for serv-
ices provided to incarcerated beneficiaries. I would also like to thank the Office of
Inspector General (OIG) for their valuable assistance in helping us to identify im-
proper payments and ensure the integrity of the Medicare Trust Fund.

We have made substantial progress over the last several years in reducing errors
and eliminating fraud from the Medicare program through a variety of methods. As
reported by the OIG in their recent Chief Financial Officer’s Audit, we have reduced
Medicare’s fee-for-service payment error rate by half, from 14 percent in fiscal year
1996 to 6.8 percent, meeting our 2000 Government Performance Review Act goal.
Moreover, for the second year in a row, we received a clean opinion from the OIG.
We also independently identify improper payments or irregularities, through our
own detection efforts, and, when appropriate, refer these anomalies to the OIG and
law enforcement for further investigation. In addition, we have taken steps to ad-
dress and eliminate improper payments identified through reviews by the OIG and
others, such as those highlighted by the OIG in their recent report, ‘‘Review of Medi-
care Payments for Services Provided to Incarcerated Beneficiaries’’ that I will discuss
today. These reviews serve as important roadmaps in directing us to needed im-
provements in many different areas of our programs.

We acknowledge, that despite these collective efforts, improper payments still
occur and that there is room for improvement. I assure you we remain committed
to taking appropriate action to address these areas of concern and ensure that we
continue to meet our fiduciary responsibilities of protecting the Medicare trust funds
from errors and fraud.

BACKGROUND

Medicare pays for the health care of nearly 40 million beneficiaries, involving the
processing of nearly one billion claims from more than one million physicians, hos-
pitals, and other health care providers. As the administrator of the Medicare pro-
gram, we must strive to ensure that Medicare pays only for the services allowed by
law and that we remain accountable for more than $210 billion in Medicare pay-
ments we make each year.

In their report, the OIG identified $32 million in Medicare fee-for-service pay-
ments, by our claims processing contractors, to providers on behalf of 7,438 incarcer-
ated beneficiaries from 1997 through 1999. The OIG has not yet determined how
much of this $32 million was improperly paid, so our actual liability for these mon-
ies is not known. Although these payments, if improper, represent only a small frac-
tion of the total Medicare dollars paid out each year, they are nonetheless signifi-
cant. Make no mistake. We take these irregularities seriously, have carefully re-
viewed the OIG’s findings, and we are taking steps to correct these weaknesses.

Under the law, Medicare has no obligations to pay for health care services pro-
vided to incarcerated beneficiaries in Federal facilities. Medicare pays for health
care services for beneficiaries incarcerated in State or local facilities under special
conditions. First, the State or local law must require all individuals (Medicare and
non-Medicare) to repay the cost of medical services they receive while they are in-
carcerated. Second, the State or local government must enforce the requirement to
pay by billing individuals. We have instructed our contractors to presume that a
claim form, or on behalf of, a prisoner in a State or local facility falls under this
general exclusion and should be denied. It is the responsibility of the provider or
the beneficiary to demonstrate that the State met the conditions and the claim
should be paid. It is also important to note that Medicare is required under the stat-
ute to pay for health care services provided to incarcerated beneficiaries in Federally
Qualified Health Centers.

Historically, HCFA has relied on the Social Security Administration (SSA) as the
primary source of data and information on all Medicare beneficiaries. SSA provides
us with information through a database called the Master Beneficiary Record
(MBR). We exchange data with the MBR database on a daily basis and use the
MBR’s data to update our own Enrollment Database (EDB). We then use the EDB
data to update our Common Working File (CWF). The CWF contains information
about all Medicare beneficiaries and our claims processing contractors use the CWF
to verify beneficiaries’ entitlement to Medicare, among other things.

The MBR database, which the OIG used in their report, is maintained and up-
dated daily by SSA and contains essential information for administering the Medi-
care program and for determining a beneficiary’s enrollment in Medicare. It includes
information such as the date or period of a particular beneficiary’s entitlement to
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Medicare, why a beneficiary is entitled to Medicare, as well as changes of address.
The database also includes information indicating whether an individual’s monthly
Social Security cash benefits are suspended because of incarceration.

The MBR database does not, however, contain information critical for determining
whether Medicare payment for health care services provided to incarcerated bene-
ficiaries is appropriate, such as the specific data an individual became incarcerated
or was released from prison. Without the precise days of incarceration, Medicare
may wrongly deny payment to a physician, hospital, ESRD facility, or other pro-
vided when a beneficiary is still entitle4d to Medicare services. Moreover, the data
may incorrectly list individuals as incarcerated, who have been released from prison
and, as a consequence, Medicare may wrongly deny payment for services provided
to beneficiaries who are, in fact, legally entitled.

ENSURING PROPER PAYMENTS

The OIG has identified several weaknesses in our processes for identifying incar-
cerated beneficiaries. They recommend that we take several procedural and system-
atic measures to obtain additional data from SSA in our daily transmissions of en-
rollment information. Although we are aware of the inherent limitations with the
MBR data, we are working on solutions to this problem.

The OIG specifically recommends, as part of our daily data exchange with SSA,
that we modify our existing data systems to accept the existing MBR data indicating
whether a beneficiary is incarcerated. As an interim step, we are following the OIG’s
recommendation and creating an additional data field indicator in the EDB sot hat
it can accept the current MBR data that indicate the beneficiary is incarcerated. We
expect to have this and other necessary systems changes in place by March 2002
to access other data sources that may contain more comprehensive information, in-
cluding more reliable information about the dates of incarceration. This is a critical
element for determining whether Medicare payments is appropriate.

The OIG also recommends that we design and implement systems controls in our
EDB and CWF, so that our contractors know when an improper claim is submitted
for an incarcerated beneficiary and can reject the claim. We support the underlying
concept of identifying claims submitted for incarcerated beneficiaries once a data
source that meets our needs is obtained, and we are optimistic that this additional
data source will allow us to determine whether payment is appropriate. However,
this data is held in a database separate from the MBR and we will have to make
complex changes to our systems and those of our contractors in order to use this
data on a ‘‘pre-payment’’ basis. For example, we must work closely with SSA to plan
the exchange between the new database and the EDB, establish the actual data ex-
change with SSA, as well as restructure our EDB, the CWF, and our contractor sys-
tems so that they can accept the new data. We anticipate that these changes will
take 12–18 months to accomplish.

In addition to retooling our automated applications, there are a variety of legal
and administrative tasks associated with the collection of the additional data. For
example, interagency agreements, data use agreements, computer matching agree-
ments, and memoranda of agreement between our Agency, SSA, and each of our
contractors, must be established and are integral parts of collaborative administra-
tion of this, or any other, cross-entity data initiative.

It is important to note that the introduction of this additional data still may not
be sufficient for determining, based on the data alone, whether Medicare should pay
an individual claim. As a consequence, manual claims review by our contractors
may be necessary. For example, if we do not have dates of incarceration, our con-
tractors would have to manually review claims to accurately determine whether a
claim for a certain service on a certain day is valid and should be paid. This is a
time-intensive and costly way to decide whether a claim should be paid. Neverthe-
less, we are moving forward and will continue to thoroughly examine how we can
obtain information on incarcerated beneficiaries and provide this information to our
contractors so that we can minimize the possibility of improper payments in the fu-
ture.

CONCLUSION

We appreciate the opportunity to share our response to the recommendations of
the OIG regarding improper Medicare payments for services provided to incarcer-
ated beneficiaries and we are moving forward to implement the changes they have
recommended. We share your concern regarding this issue and the need to ensure
that the Medicare Trust Fund is protected against errors and fraud. We have made
substantial progress over the past several years in this regard. We appreciate the
assistance of the OIG in helping us to target our efforts through their careful audits
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and reviews. As requested by the Committee, my testimony only touches on the
work of the OIG regarding improper payments related to incarcerated beneficiaries.
However, as you are aware, the OIG has done similar work in other areas of the
Medicare and Medicaid programs, and I am happy to answer the Committee’s ques-
tions regarding all of these reviews.

PREPARED STATEMENT OF FRITZ STRECKEWALD

Mr. Chairman and Members of the Committee:
Thank you for asking me to appear before you today to discuss the findings of

audits that have been conducted by the Social Security Administration’s (SSA) Of-
fice of the Inspector General (IG). Today, I want to briefly discuss the efforts the
agency is undertaking to strengthen and maintain the integrity of the Old Age, Sur-
vivors and Disability Insurance (OASDI) and Supplemental Security Income (SSI)
programs in the areas addressed by these audits. But first I would like to describe
the scope and magnitude of our Agency’s activities as administrator of the Social
Security program.
Importance of Social Security and SSI

SSA paid almost $430 billion to 52 million OASDI and SSI beneficiaries last year.
Each workday about 100,000 people visit our 1,300 field offices and over 240,000
people call our 800 number telephone service. Each workday we process an average
of 20,000 initial claims. Every year we correctly credit over 250 million earnings
items to workers’ accounts, respond to 60 million telephone calls, and process about
6.6 million Social Security and SSI claims for benefits.

The public’s trust in Social Security programs is absolutely critical. Because of the
importance of program integrity, $1 out of every $4 in SSA’s administrative budget
is dedicated to program stewardship and program integrity. We must remain vigi-
lant if we are to fulfill our role as stewards of the public trust.
Fugitive Felons

The Personal Responsibility and Work Opportunity Reconciliation Act of 1996
made it illegal for fugitive felons to collect SSI payments. This prohibition does not
apply to the OASDI program. Under this law an individual is ineligible to receive
SSI benefits during any month in which the individual is:

• fleeing to avoid prosecution for a crime which is a felony under the laws of the
place from which the person flees;

• fleeing to avoid custody or confinement after conviction for a crime which is a
felony under the laws of the place from which the person flees; or

• violating a condition of probation or parole imposed under Federal or State law.
SSA protects the integrity of the SSI program by stopping payments to fugitive

felons and protects the public by providing information to law enforcement that as-
sists in the apprehension of a fugitive fleeing from justice.

This Fugitive Felon Project utilizes a multi-faceted approach that requires exten-
sive and cooperative efforts of many law enforcement agencies throughout the
United States. SSA and our Office of the Inspector General are actively involved in
this project by identifying and taking action against fugitive felons collecting SSI
payments.

This project identifies individuals who are prohibited under the law from receiving
SSI benefits by conducting computer matches with available sources of warrant in-
formation, which include the Federal Bureau of Investigation’s (FBI) National
Crime Information Center (NCIC) and the states. The NCIC is a major national re-
pository for information on felons and other offenders. We also have signed agree-
ments with U.S. Marshals Service and the FBI, giving us access to all Federal war-
rants.

Unfortunately only about 30 percent of all outstanding warrants are reported to
the NCIC since the reporting of such information is voluntary and selective. Eleven
states report all of their warrants to the NCIC. These states are Connecticut,
Maine, New Hampshire, Alabama, Florida, Georgia, North Carolina, Arkansas, New
Mexico, Kansas, and Missouri. The remaining 39 states report some, but not all
warrant information to the NCIC.

In a joint effort to develop comprehensive sources of warrant information, SSA
and the IG are actively pursuing matching agreements with those states that only
provide some of their warrants to the NCIC. SSA currently has signed matching
agreements with Alaska, California, Colorado, Kentucky, Nebraska, Massachusetts,
New Jersey, New York, Rhode Island, South Carolina, Tennessee, and Washington
to obtain the additional warrant information that is not reported to the NCIC. In
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addition, we have agreements with three major metropolitan police departments,
New York City, Baltimore and Philadelphia.

Negotiating these individual State and local agreements is a major undertaking.
We need to address State and local variations in records, incompatible formatting
of data, privacy concerns, and the lack of state and local central reporting reposi-
tories. Our regional fugitive coordinators and field office staff are working to nego-
tiate matching agreements with all state and local authorities. Every effort is being
made to automate the matching operations necessary to identify SSI recipients that
have outstanding warrants.

One of the difficulties with such matches is that law enforcement agencies fre-
quently do not have accurate identifying information for fleeing felons. Felons often
use aliases and the law enforcement agency may not have an accurate Social Secu-
rity Number (SSN). Therefore, their correct identification may be difficult. Unlike
prisoners, fugitive felons are not incarcerated and may not have been convicted of
a crime. For these reasons our matching operations are carefully designed to deter-
mine that the person being sought by law enforcement is the same individual receiv-
ing SSI. In order to protect individuals from unwarranted invasions of their privacy
resulting from collections and use of information about them, all of our data
matches and exchanges are done pursuant to agreements that comply with Privacy
Act requirements, and we take security measures to limit access to the data.

When we obtain warrant information from the NCIC or from any other source,
these records are first matched against SSA’s files to verify identity information,
such as name, date of birth, and Social Security number. Once the records are
verified then a second match is conducted against our SSI recipient files to deter-
mine which of the fugitives are receiving SSI benefits. The results of the second
match are then forwarded to the IG for processing. The two-step matching process
performed by SSA takes four to ten days, from the time the warrant information
is obtained from a participating Federal, state or local agency until the information
is forwarded to the IG.

The IG must conduct thorough investigations of the warrant information matches
to ensure that the fugitive felon warrants are valid and that the appropriate indi-
viduals are brought to justice. The IG works with the FBI Information Technology
Center (ITC) to verify that the felony, probation or parole violation warrant is ac-
tive. The ITC provides the address information about each SSI recipient to the ap-
propriate law enforcement agency so that they can apprehend the individual. Over
22,000 SSI beneficiaries were identified during FY 1998–2000. Over 2,800 of these
fugitives were apprehended.

After action by the appropriate law enforcement agency the IG refers their find-
ings to SSA for appropriate action. SSA also provides feedback to the IG reflecting
the actions taken and any overpayment that may have occurred.

Even though SSA is working to expand the number of matches through agree-
ments with local authorities, much of the investigative process cannot be automated.
Verification of warrant information requires direct contact with the local law en-
forcement personnel who issued the warrant. If the felon is no longer in the jurisdic-
tion of the originating law enforcement agency, then additional contacts must be
made with law enforcement personnel in the new jurisdiction in order to facilitate
the fugitive’s apprehension.

SSA needs to be very careful when reviewing warrants to make sure they are ac-
curate, up-to-date, and that it pertains to the correct person. To arrest or to suspend
benefits of the wrong individual would have severe consequences.

SSA has gained experience identifying and suspending benefits as a result of our
enforcement of prisoner suspension provisions, and we would like to discuss the ex-
perience briefly.
Prisoner Suspensions

Social Security benefits are not payable to certain persons incarcerated as a result
of a conviction of a crime and certain other confined individuals (for example, those
found not guilty by reason of insanity). SSI benefits are not payable to anyone con-
fined to a public institution for any reason.

Beginning in 1994, SSA undertook several significant initiatives with State and
local entities to identify prisoners who should not be receiving OASDI or SSI bene-
fits. Changes in agency enforcement efforts have increased program savings under
the prisoner suspension provisions.

Today, SSA maintains over 2,600 incentive payment agreements, which provide
monthly reports from approximately 5,500 facilities. An additional 1,200 facilities
report to us monthly under agreements that do not provide for incentive payments.
These agreements, like those for the fugitive felon program, incorporate strong pri-
vacy protections. This represents 95 percent of correctional facilities, including the
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Federal Bureau of Prisons, all State prison systems, and most county and local jails.
These reports cover 99 percent of the inmate population in the United States. With
the support of these Federal, State, and local entities, SSA has made substantial
progress in ensuring that incarcerations are timely and accurately reported and that
benefits are suspended promptly. We continue to pursue the goal of having 100 per-
cent of the prisoner data reported and continue to negotiate with the remaining cor-
rectional facilities.

SSA is able to share prisoner information with other agencies administering Fed-
eral or federally assisted cash, food, or medical assistance programs for purposes of
determining eligibility. For example, SSA shares prisoner data with the Department
of Veterans Affairs, the Department of Education, the District of Columbia and the
fifty state agencies administering the food stamp program under the Department of
Agriculture.

Deceased Beneficiaries
One of the issues in the IG report concerns payments made to deceased bene-

ficiaries. SSA compiles and maintains a comprehensive database, the death master
file (DMF), containing death information that includes reports from family mem-
bers, funeral homes, all of the States and some territories, the Department of Vet-
erans Affairs, the Health Care Financing Administration, the postal authority,
banking institutions, and other sources. SSA independently verifies reports from
other government agencies before terminating benefits. SSA processes over 2 million
death reports annually.

Timely reports of death help prevent overpayments, which may occur because a
spouse or a representative payee negotiates a check after the individual has died
or the benefit was electronically deposited into a joint or payee account.

An intercomponent workgroup has identified ways the Agency could improve its
death reporting operation. These improvements will be implemented through system
enhancements and when completed will strengthen the processes we use to termi-
nate deceased beneficiaries.

Within the next two months we will pilot an Electronic Death Registration under
an agreement with the State of New Jersey.
Workers’ Compensation Offset

OIG reports have raised concerns about the administration of the workers’ com-
pensation (WC) provision. Since 1965, the Social Security Act has provided for the
reduction of Social Security disability insurance benefits when the worker is also eli-
gible for periodic or lump-sum WC payments from Federal, State, or local govern-
ment programs. During the application process, SSA asks the worker whether he
or she is or will be receiving any workers’ compensation payments that would re-
quire offset. If appropriate, offset is imposed and the worker is advised to report any
changes to these payments.

Many different agencies administer WC payments and the records are often de-
centralized and are not always automated. In some States, the payments are admin-
istered at the State level; in other States, the payments could be made by many
different private insurance carriers, or the employer could be self-insured. Because
of the fragmented structure of WC programs, SSA relies primarily on beneficiaries
to voluntarily report changes in WC status and payments. Payment errors occur
when the beneficiary does not inform SSA of changes in the WC payments. To ad-
dress this problem SSA has instituted a number of measures.

• In 1999, SSA began its review of WC cases in which offset was imposed before
1999—approximately 112,000 cases—as a 3-year project. Presently, the project
is on target, and one-half of the cases have been reviewed and reworked. These
cases are difficult to work and typically take about 10 hours to process. To en-
sure accuracy, each case receives a second review. Over FY 2000–FY2001, SSA
is expending approximately 285 workyears on this project, representing a sig-
nificant resource commitment. We plan to conclude the project by September
2002.

• We have developed a computer matching agreement with the State of Texas.
Texas sent SSA 699,000 records involving WC payment data from 1991–2000
and we are currently validating this data before matching it with our bene-
ficiary rolls. Implementation is scheduled for summer of 2001. Although few
states have centralized records, we intend to use this agreement with Texas to
help us in developing matching agreements with other States where records
exist. In addition, we have an ongoing computer matching program with the De-
partment of Labor (DOL) to identify disability beneficiaries who are receiving
Federal WC payments administered by DOL.
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• Beginning next month, we will implement a new procedure that requires proc-
essing centers to re-verify WC payments every 3 years. This is a significant im-
provement because it will enable us to periodically update with the beneficiary
the WC information that is on our records.

• SSA has committed and continues to commit significant resources to improve
the accuracy and timeliness of our processing of claims involving WC offset. Be-
ginning this fall, improved automation will allow SSA field offices to be able to
input post-entitlement WC changes. We have also provided and continue to pro-
vide specialized training to the employees of the program centers and field of-
fices.

We recognize the importance of the IG findings regarding WC offset, and believe
that SSA has demonstrated that we are working hard to improve our administration
of the WC offset procedures. Through these actions, SSA is taking the necessary
steps to correct the problems identified by the IG.
Student Monitoring

The final issue we wish to discuss is the process used to monitor school attend-
ance by child beneficiaries who are over 18. As a result of SSA’s own review and
the IG recommendations, in March 2001 we began to implement a new process for
monitoring school attendance.

We have established processes to:
• Obtain documentation from the student and certification from a school official

of the students’ continuing education plans before awarding benefits. Also, at
that same time, the school official is being provided a form to be retained in
the student’s file. The school official is encouraged to notify SSA of any changes
in the students’ status (e.g., no longer a full-time student, drops out, marries).

• Contact the student directly (by phone or in person) when the certification of
attendance from the school is initially returned to the field office (FO). At that
time we explain to the student his/her reporting responsibilities and when enti-
tlement to student benefits will end. The FO determines the correct termination
date and inputs that information into our computer records; benefits for the stu-
dent will end with the termination date unless they are previously terminated—
e.g., because the student drops out of school.

Under the old process, we verified school attendance with the school at several
points during the school year—which was very labor intensive and did not result
in significant improvements in payment accuracy. Under the new process, we will
obtain verification of the student’s statement of attendance from the school before
we pay benefits and encourage the school to report any changes in the student’s sta-
tus. In the personal contact with the student, we stress their responsibility to report
to us any changes in their school attendance.
Conclusion

SSA is making continued progress to improve our management of all Social Secu-
rity programs. We are committed to our role as stewards of the trust funds. We
value our partnership with the IG to further these efforts and look forward to work-
ing with this Committee to assure public confidence in our programs.

I will be happy to answer any questions that you may have.
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