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Department of Health Care Services

Although Notified of Changes in Billing Requirements,
Providers of Durable Medical Equipment Frequently
Overcharged Medi-Cal

REPORT NUMBER 2007-122, JUNE 2008
Department of Health Care Services’ response as of December 2008

The Joint Legislative Audit Committee requested the Bureau of State
Audits to conduct an audit of the Department of Health Care Services’
(Health Care Services) Medi-Cal billing system with particular
emphasis on the billing instructions and coding for durable medical
equipment (medical equipment).

Although Health Care Services adequately notified medical equipment
providers of changes to the reimbursement rates and codes for medical
equipment, we noted other findings.

Finding #1: Health Care Services’ Allied Health Provider Manual
(provider manual) does not include reimbursement guidance for
speech-generating devices.

Health Care Services’ policies and procedures and the information

in its provider manual regarding reimbursement methodologies for
medical equipment generally agree with state law and regulations

and federal program requirements. However, the provider manual
does not contain the methodology for calculating reimbursements for
speech-generating devices included in state law.

To better ensure its provider manual represents a comprehensive guide
for medical equipment providers, we recommended that Health Care
Services include billing procedures for speech-generating devices.

Health Care Services’ Action: Corrective action taken.

Health Care Services added the reimbursement methodology for
speech-generating devices to its provider manual. According to
Health Care Services, it released a provider bulletin in July 2008
informing providers of the change.

Finding #2: Health Care Services has no practical means to effectively
monitor and enforce its medical equipment reimbursement rates.

Some providers have overbilled Medi-Cal, and Health Care Services
has overpaid providers, for certain wheelchairs and wheelchair
accessories with listed Medicare prices. In 2003 Health Care Services
implemented new price controls, intended to lessen the opportunity
for fraud and abuse. However, as indicated by a small number

of limited scope audits that Health Care Services conducted of
billings that providers submitted from September 1, 2005, through
August 31, 2006, the price controls have not met their intended
purpose. During 2007 and 2008 Health Care Services conducted

a limited review of 21 providers’ billings for wheelchairs and their
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Audit Highlights . ..

Our review of the Department of Health
Care Services’ (Health Care Services)
Medi-Cal billing system for durable
medical equipment (medical equipment)
found that:

» Health Care Services’ policies and
procedures regarding reimbursement
methodologies for medical equipment
generally agree with state laws,
regulations, and federal program
requirements.

» Providers are adequately informed
regarding changes in reimbursement
methodologies and health care codes.

» Because Health Care Services has not
identified a practical means to monitor
and enforce its billing and reimbursement
procedures, price controls enacted in 2003
have not met their intended purpose.

» Health Care Services conducted a limited
review of providers and found that
21 providers overbilled, and Health Care
Services overpaid, about $1.2 million,
or 25 percent of the $4.9 million those
providers billed.

» Although Health Care Services has
recovered almost $960,000 of the
overpayments, it does not know
the extent to which other providers
may have also overbilled for
medical equipment.

» Although Health Care Services intends
to use postpayment audits to enforce its
price controls for medical equipment,
its current auditing efforts do not
provide enough coverage of medical
equipment reimbursements to effectively
ensure providers’ compliance with the
billing procedures.
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accessories with listed Medicare prices and found that providers overbilled, and Health Care Services
overpaid, about $1.2 million, or 25 percent of the $4.9 million those providers billed. In addition,
because Health Care Services has not yet reviewed billings for medical equipment without listed
Medicare prices, including wheelchairs and wheelchair accessories, it does not know the extent

to which providers comply with the price controls and bill using the lowest billing rate option.
Furthermore, Health Care Services does not require providers to submit documents that would show
they billed at the lowest of the billing options for medical equipment with a listed Medicare price or
wheelchairs and wheelchair accessories without a listed Medicare price. According to the chief deputy
director, for a billing that a provider submits electronically, Health Care Services has no automated
method for auditing the claim to determine the relationship between the billed amount and the
invoiced amount.

To maintain control over the cost of reimbursements, we recommended that Health Care Services
develop an administratively feasible means of monitoring and enforcing current Medi-Cal billing
and reimbursement procedures for medical equipment. If unsuccessful, Health Care Services should
consider developing reimbursement caps for medical equipment that are more easily administered.

Health Care Services’ Action: None.

Health Care Services believes its current process is administratively sound and balances

program flexibility with a cost-effective approach to curtail fraud and maintain access to care for
beneficiaries. According to Health Care Services, it processes over $300 million each week in
payments and it would be a massive and costly undertaking to review each claim and the associated
documentation to determine if the providers are following Medi-Cal’s billing and reimbursement
procedures. Health Care Services believes post-payment audits is the most reasonable method to
monitor and enforce its medical equipment and reimbursement procedures.

Finding #3: Current auditing efforts do not sufficiently cover the medical equipment reimbursements to
ensure the providers comply with the billing and reimbursement procedures.

Audits of the Medi-Cal providers performed by Health Care Services in 2007 and 2008 revealed that the
providers it reviewed billed for most of the wheelchairs and accessories they supplied at the maximum
listed Medicare prices, not the significantly lower amounts the upper billing limit would have produced.
According to the chief deputy director, Health Care Services has always intended to use postpayment
audits to monitor and enforce its medical equipment billing and reimbursement procedures, including
the upper billing limit. However, because medical equipment reimbursements make up a relatively
small portion of total Medi-Cal payments—0.8 percent according to the 2006 payment error study
Health Care Services conducted—current auditing efforts of total Medi-Cal payments do not provide
enough coverage of medical equipment reimbursements to effectively ensure compliance. Moreover,
perceiving a high cost and a low potential for benefits from the effort, Health Care Services focused its
audits in 2007 and 2008 on medical equipment that represented only 10 of the more than 400 health
care codes and reviewed a provider only if it had billed more than $50,000 from September 1, 2005,
through August 31, 2006, for only one wheelchair type. However, using that methodology excluded
some providers from a monitoring device intended to ensure that they adhere to price controls.

If Health Care Services continues using audits to ensure that providers comply with Medi-Cal billing
procedures for medical equipment, including the upper billing limit, we recommended it design and
implement a cost-effective approach that adequately addresses the risk of overpayment and ensures all
providers are potentially subject to an audit, thereby providing a deterrent to noncompliance.
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Health Care Services’ Action: Partial corrective action taken.

According to Health Care Services, it compared the previous year’s billings for durable medical
equipment procedure codes with the first six months of such billings in the current year. Of
particular interest to Health Care Services were codes with dramatic percentage increases in
billings and those codes billed most often. Based on this effort, Health Care Services complied a list
of approximately 35 to 40 codes where it believed over billings were likely to have occurred.

After compiling a list of suspicious codes, Health Care Services assembled a list of approximately
30 potentially high-risk providers. Health Care Services stated that it will perform further analysis
and audits to determine whether these providers are compliant with the upper billing limit. Health
Care Services stated it would report the results of these reviews to us.
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