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MEDICARE AND MEDICAID FRAUDS

MONDAY, FEBRUARY 16, 1976

U.S. SENATE,
SuBcoMmITTEE ON LoONG-TERM CARE

oF THE SPECIAL COMMITTEE ON AGING,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
318 Russell Building, Hon. Frank E. Moss, chairman, presiding.

Present : Senators Moss, Percy, and Domenici.

Also present: William E. Oriol, staff director; Val J. Halaman-
daris, associate counsel; William A. Recktenwald, David L. Holton,
and William Halamandaris, investigators; John Guy Miller, minority
staff director; Margaret S. Fayé, minority professional staff ; Patricia
G. Oriol, chief clerk; Eugene Cummings, printing assistant; and
Dona Daniel, assistant clerk.

OPENING STATEMENT BY SENATOR FRANK E. MO0SS, CHAIRMAN

Senator Moss. The subcommittee will please come to order.

We would like to welcome you here this morning as the Subcom-
mittee on Long-Term Care continues its hearings into various aspects
of medicare and medicaid fraud and abuse.

At our September 26 hearing, Mr. Edmond Morgan, president of
the Illinois Clinical Laboratory Association, testified that he feared
the criminal element was muscling into the ownership of clinical
laboratories in his State.

He added that $1 out of every $6 in medicaid payments to clinical
laboratories was fraudulent. He cited the most frequent abuses among
certain quarters of his profession as: (1) performing additional tests
not ordered by a doctor; (2) claiming lab tests were performed man-
ually when they were performed by automated machines; (3) billing
twice for the same services by falsifying dates; (4) reporting the
completion of procedures when the clinic does not have the equip-
ment to perform the tasks.

T asked the staff of the Committee on Aging to make a full investi-
gation into this matter. The investigation focused on the States of
Tllinois, New Jersey, California, Pennsylvania, and New York. This
report, “Fraud and Abuse Among Clinical Laboratories,” is the re-
sult of an intensive 6-month staff effort.

The report concludes that a small number of clinical laboratories
control the bulk of medicaid payments. In New York, 17 labs con-
trol 70 percent of the medicaid business. In New Jersey, 12 labs con-
trol nearly 60 percent of medicaid payments. In Illinois, 26 labs con-
trol over 90 percent of the medicaid business.

(409)
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Kicreacgs Necessary To SeEcure BuUsiNess

The report concludes that, at least in the States which come under
investigation, kickbacks are widespread among labs specializing in
medicaid business. In fact, it appears to be necessary to give a kick-
back in order to secure the business of physicians or clinics who spe-
cialize in the treatment of welfare patients. :

The average kickback to physicians or medical center owners in
Illinois was 30 percent of the monthly total the lab received for per-
forming tests for medicaid patients. Kickbacks took several forms,
including cash, furnishing supplies, business machines, care, or other
gratuities, as well as paying part of a physician’s payroll expenses.
Most commonly it involyed the supposed rental of a small space in a
medical clinic.

The report concludes that it is apparent that the law passed by the
Congress in 1972 prohibiting kickbacks and mandating a $10,000 fine
and a year in jail upon conviction is not being enforced.

When I was confronted with an early draft of this report I was
shocked by the conclusions that the staff reached in their work with
Chicago’s Better Government Association. I decided to go to that
city and see things for myself, accompanied by Senator Pete V.
Domenici, of New Mexico. :

I saw the proliferation of so-called medical clinics spreading like
mushrooms all over Chicago.

I saw their glaring signs beckoning medicaid patients to utilize
health care services. :

I visited a postage-stamp-size clinical laboratory which billed
medicaid for almost %200,000 last year. There was little in the way of
equipment and no lab technicians in evidence. While the owner as-
sured us as to the quality of the work performed, I heard from the
owner himself that he chose to send his wife’s blood test to another
laboratory.

I visited the sparkling new laboratory of Illinois Masonic Hospital
and saw its sophisticated new machines—only to learn that the hos-
pital could not obtain much medicaid lab business because of its re-
fusal to offer kickbacks.

Tests Nor ORDERED BY PHYSICIAN

I interviewed a physician who received over $100,000 from medi-
caid last year. I asked him to check nine lab invoices presented to
medicaid for payment by D. J. Clinical Laboratory of Chicago
against his records. The doctor told us that he had not ordered 55
percent of the $259 total in 1ab tests for which D. .J. had billed the
Illinois medicaid program on these nine invoices. This same doctor
told us that he received a rebate of $1,000 per month from the lab-
oratory in exchange for sending them all this medicaid business. The
kickback was disguised as rent for a 6- by 8-foot room in the physi-
cian’s office. The doctor’s rent for the entire snite was $300 a month,
and yet he received $1,000 per month for the “rental” of a 6 by 8
room,

Finally, T interviewed a man who owns two medical clinics which
received about $300,000.in medicaid payments last year.
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This man admitted sending all of the lab business to one company
in Chicago. He told us he received a rebate of 50 percent of the
amount medicaid paid for laboratory tests which physicians in his
clinics ordered for welfare patients.

As a result the work of the staff and the BGA, as well as my own
personal investigations, 1 am even more convinced that the medicaid
program is rampant with fraud and abuse.

I renew my pledge to root out those who abuse the system in what-
ever quarter they may lie. It is my belief that eliminating fraud,
abuse, waste, and inefliciency in the Federal health care programs
may make it possible for us to move toward that balanced Federal
budget that we all desire. )

And i¢ will, no doubt, improve the quality of health service to the
poor and aged.

The Senator from Illinois, Senator Percy, is the ranking Republi-
can member of this subcommittee. He has engaged in all of these
efforts, he has done tremendous detailed work, and I am pleased that
he is here this morning. I will ask him if he has an opening state-
ment. .

STATEMENT BY SENATOR CHARLES H. PERCY -

Senator Percy. Thank you very much, Mr. Chairman.

I would like to first comment on the rather unusual alliance that
has been formed between this Senate subcommittee, a civic organiza-
tion—the Better Government Association—and the media.

This is a technique that has been developed over a long period of
very careful work.

The Better Government Association formed its Operation Watch-
dog almost a decade and a half ago. I had the privilege of serving
as its founder and first chairman.

The Better Government Association at first only screened candi-
dates for political office. We felt at that time there was need for an
oversight operation that would look at what government was
actually doing at the State and local level in Illinois. I know that
there were charges at that time that the forestry department was
padded with city workers who were not working. There were strong
denials from the city of Chicago.

The simple techniques of having a camera go out and follow these
crews to see where they were at what time, how they were using
State or city equipment, if it was for their own personal usage, to
see the amount of working time they were putting in—revealed the
whole story once and for all. Someone said a picture is better than a
thousand words. There was no disputing the facts that the camera
-revealed. Since then, various techniques have been used to simply
provide public disclosure to put the spotlight on abuses.

Exprosure NEcEssary 1N CoMBATING FrauD

We cannot investigate every single thing, but what we can do is
spot check enough things so that with the help of the media, who
have been extraordinarily cooperative, we can reveal things that
will cause a cleanup. I think what has actually been done in nurs-
ing homes has been as a result of the exposure that the work of this
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committee has given to regulations that were not adequate and regu-
lations that were not being enforced. So I think that this new effort,
carefully planned ahead of time by the subcommittee staff, under
Val Halamandaris’ direction, has proved remarkably successful.

There is no question but that there is a terrific ripoff of the public
purse here. It is engaged in by professions that should be above that.
They have a code of ethics that should be accepted. But the ex-
ploiters have moved in to take advantage of Federal programs in
such a way that I do not see how, Mr. Chairman, it is going to be
possible for this country to even act on national health insurance.

I think that what we are doing is simply demonstrating that we
do not have the capability or the linkage between Government and
the private sector that would enable us to move into a program the
size of national health insurance. Only if we correct some of these
abuses can this be anticipated.

We have here a program that should be administered carefully.
The ones we investigated in the clinic setup in Rogers Park that was
revealed on “60 Minutes” last night are in an area just a few blocks
from where I spent my entire childhood.

The neighborhood 1n Rogers Park is now densely populated by
the elderly. To have these people exploited, and the public exploited
in this way, is reprehensible.

As our report indicated, in practical terms, it is possible for any
medical testing laboratory, which is so inclined, to bill medicaid for
a patient that a doctor has seen, for blood never drawn, for tests
never performed, at a rate exceeding costs of four times—and twice
the prevailing charge for private paying patients—with the nearly
absolute assurance they will not be caught and prosecuted; that 1s,
until today.

I think we have changed all that. Certainly the State of Illinois
has been moving very agressively in recent periods, and within re-
cent weeks. There has been an admission by State officials that this
investigation has caused them to perform in a way we expected the
States to be doing all along. ‘

We do not have Federal enforcement agencies out there; we do not
have Federal enforcement officers. We depend on the States to do
this, and it is not just the State of Illinois that has not been doing
it, it is many, many other States.

Natronwipe PatTery INDICATED

What we are revealing today is a pattern, not just in Tllinois, or
peculiar or unique to Illinois, it is a pattern that possibly can be
developed, and has been developed in many, many other States. The
purposes of these hearings is to alert the country once again that
this particular aspect of the care of elderly patients is going to be
in the spotlight and that these kinds of practices are going to be
stamped out.

Just as T am pleased to report that we are making considerable
progress now in nursing homes and in correcting the abuses in this
area, which this subcommittee. under your leadership. Mr. Chairman,
found some time ago, so too I feel that in this particular area, the
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one revealed in the study released today, we can and will make prog-
ress. We warmly welcome the active participation of the distinguished
Senator from New Mexico, Senator Domenici. He has gone with our
chairman to see for himself in Chicago some of these abuses, and can
report firsthand. The reports that were made to the Nation last
night are not exaggerated; they are factual accounts of the ripoff
occurring in this particular activity. o

Senator Moss. Thank you, Senator, especially for pointing out that
we need law enforcement. Qur report has already, been filed with the
Justice Department here in Washington, and it has been sent also
to the U.S. attorney and the State.attorney in Illinois. We hope that
they will now undertake prosecution for those who are guilty of vio-
lating the law, '

I am pleased to have the Senator from New Mexico, my colleague,
Senator Domeniei, here, and I will ask him if he has any opening
comments. He was in Chicago when I was there.

STATEMENT BY SENATOR PETE V. DOMENICI

Senator DoMEeNIc. Thank you, Mr. Chairman. If I appear to be
tired, or if my voice sounds tired, it is only because I just got in on
what we call the red-eye special, Senator Percy—that. means I leave
Albuquerque at 2:10 in the morning. I love to spend time in your
great city of Chicago, but not at 4 in the morning, and not for 2
hours to wait for another plane. I was, however, pleased to visit the
city of Chicago and tour some of the facilities during this recess.

I have a rather lengthy statement that enumerates, Mr. Chairman,
the attention that was focused by this committee on the abuses in
nursing homes, and I firmly believe that what we are doing today
will cause the same kind of reforms in medicare and medicaid.

I think those hearings have served a very valuable purpose. We
know those hearings have led to large numbers of indictments and,
ISnore indirectly, to expanded nursing home investigations in other

tates.

Preliminary investigations by the staff of this committee have
indicated that fraud and abuse seems to be everywhere. Medicaid in
particular has been a “sitting duck.” In my opinion, neither HEW
nor the States have been equipped to meet this problem, and re-
cently, HEW had less than 10 investigators. The majority of the
States have neither audited a single provider for medicaid fraud nor
referred any cases of fraud to HEW and the Department of Justice.

I understand, however, in the city of Chicago—perhaps you cov-
cred this, Senator Percy—our recent probe is the result of some local
investigations, and apparently it will yield some further attack on
this problem at the State level.

Visit Leaves LastiNne Impact

What I am saying today, however, is that abuse and fraud in cer-
tain programs do not seem to be new for most of the people in this
room. We have heard the stories with growing frequency. However,
all of the talking in the world cannot equal the impact of one visit.
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I recently had an opportunity to visit one of the poorer areas in
Chicago, and what I saw troubled me greatly.

I saw the proliferation of medical clinics in dilapidated buildings
all over the poverty area, where pornography shops now house more
lucrative enterprises. Fancy signs attract the poor and elderly with
promise of free care. The care may be free to the poor and aged who
have medicaid cards, but it is not free to you and me and the other
taxpayers of this country.

This year we will spend some $15 billion on this kind of care, and
I for one am in favor of doing all we must. But I certainly am not
in favor of what 1 saw there and what, I speculate, is the real tip
of the iceberg. :

I am disturbed by many aspects of the problem. For instance, the
owner of a so-called medicaid mill may be renting an office space in
a building. The building itself may be owned by another corporation,
in which the clinic operator has an interest.

The second possible problem is that many clinics are not even
owned by physicians, but rather by private entrepreneurs. The recent
evidence is that businessmen not only share in the profits of the
medical practice, but they also pressure the doctor into taking un-
necessary tests to increase clinic revenues.

Yet another factor disturbs me. Most of the physicians working in
the clinics are from foreign countries. Many do not have deep ties
to the United States, or to any particular city. Many have centers in
the clinic as a way to make some money in a hurry and return to
their home country. In other cases, the overriding ambition is to
open a medicaid clinic or mill of their own as soon as possible.

I am afraid many of these physicians are carrying the mistaken
notion that kickbacks in medicaid are the norm of medical practice
in the United States.

I am sure that many of them do not even know they are breaking
the law when they request or receive a kickback. The possibility for
kickbacks in these medicaid mills is endless.

Generally, one person rents the clinic for, let us say, $300 a month,
and then subleases a tiny part of this space to a pharmacist who pays
him $1,000 a month in rental. The payment is disguised as rent.
It is certainly more than that, and T regret to say the example I have
just given is not hypothetical.

We visited just such a place, with just such a rental arrangement
in the city of Chicago. Senator Percy, when you were there the
people operating at that late date last week were not reluctant to
give us this kind of informatien. A person rented a store building for
$300 2 month. He remodeled it, and then he got $2,600 a month rent
from people that served in that clinic as the captives of the basic
doctor that operated.

“Pine-Poncing” BrcomiNne Growine PracTicE

But there is yet another practice that is very offensive that is be-
ginning to be called “ping-ponging,” which describes the procedure
where the welfare recipient will be seen by all of the practitioners in
a clinic irrespective of need.
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Typically, a patient will be seen, or at least medicaid will be billed
for such visit, by the general practitioner, the podiatrist; the dentist,
the optometrist, and the chiropractor—all in one visit on 1 day.

It is apparent to me that something must be done immediately to
head off the uncontrolled proliferation of these medicaid mills. After
my visit to Chicago, I can understand why some experts project that
$1 out of every $5 we spend for health care under medicare and medi-
caid is ripped off.

Furthermore, I don’t think we should stop with efforts to reform
medicaid mills. I think the problem of factoring companies requires
our immediate attention. A factoring company is a brokerage. Physi-
cians who have large outstanding accounts that are not paid promptly
sell these for cash, and I wonder if these factoring procedures are
going without any specific laws that govern our small companies,
like loan institutions. If they are governed in some States, I wonder
why we should be part of a system which is so out of touch with
our times that anything like 10 to 15 percent of the money we thought
was going to services goes to a factoring entrepreneur. I think this
is rampant in the city of Chicago, and whether this committee or the
State itself looks into it, it deserves more than just quick attention.

I would also like to mention clinical laboratories. I don’t believe
I will ever forget the visit to a tiny lab in the back of one of these
medicaid mills. This lab does about $200,000 in business from medi-

caid. You would think with that dollar volume the lab would be

buzzing with technicians. It was, in fact, as quiet as a church. There
was a distinct lack of sophisticated laboratory equipment. It looked
like a rundown high school chemistry lab.

I must say, I would have serious doubts about the quality of the
work performed by the laboratory. I wonder if they billed for the
tests not authorized by physicians as we found with respect to other
labs. I wonder if they are claiming lab tests performed manually
when, in fact, they were subcontracted and performed more cheaply
by machine at some nearby laboratory. I wonder about the full ex-
tent of rebates and kickbacks. Did the lab owner pay them to his sup-
pliers? Did he pay kickbacks to physicians, and nursing homes?

I wonder if the laboratory ever uses the “sink test.” That consists
of pouring the specimen down the sink and then writing down some
meaningless numbers which are sent to the ordering physician. We
heard of this being done. . .

I wonder what percentage of the tests in this facility were in-
accurate and what were the consequences to the totally helpless
people waiting expectantly for life-or-death news from the lab-
oratory. i

Procrams NEEpED, DESPITE PROBLEMS

I wonder why neither the State nor HEW was around to check up
on these schemes that I have witnessed. May I suggest at this point
that perhaps large spending programs involving both the State and
the Federal Governments are not ever going to be efficiently admin-
istered? Too many problems, such as enforcement, fall between the
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cracks of bureaucracy. Yet the programs are needed. Perhaps medic-
aid should be run entirely by the Federal Government. In return,
the Federal Government should relinquish its control over other

- programs best handled by the State alone.

I know the Senators here this morning share my concern about this
particular scandal. I think that it is time we knew the answers to
some of these questions. -

I think it is time that the Congress stepped in and ended this gold
rush in the area of health care of the poor and aged. As our report
says, it is time to stop the hemorrhage of Federal funds.

I plan to do everything that I can to bring about some improve-
ment in the present sorry state of affairs. I want to see for myself
how medicare and medicaid are working at the street level. I invite
the members of this subcommittee to join me. It appears that we
have much to do and we must begin at once if we are ever to con-
t;rol1 the massive and wholesale fraud that feeds upon the public
dollar.

I thank you, Mr. Chairman.

Senator Moss. I thank you very much for your very good work on
this committee, and especially your visit to Chicago, Senator
Domenici.

As you may recall, we observed in many places what the Senator
from Illinois referred to, that the medicaid—or public—charge for a
particular lab procedure is often double the price that is charged a
private patient. The conclusion is that we are paying twice as much
as we should for lab services.

Not only are costs inflated, oftentimes bills were submitted for
work not performed. The system encourages this because the doctor
sends his slip to the laboratory saying what he wants, and the lab-
oratory fills out another one and sends it to the State for payment.
It does not necessarily follow that the two forms are identical. The

physician has no way of checking which tests have been billed to
the State in his name.

OutrsTANDING INVESTIGATIVE WORK

Well, we are very pleased with the investigative work done by the
staff in this area of Chicago, Ill., but I do want to emphasize that,
although our focus was Chicago, this is by no means the only place
where we find fraud and abuse. We will hear later this morning about
at least one other State which has had similar problems. I would
like to compliment our staff for a very fine investigation, which was
carried out by Val Halamandaris, the associate counsel of the Senate
Special Committee on Aging, and William Recktenwald, Mr. David
Holton, and Mr. Bill Halamandaris, who are investigators. They
worked in conjunction with investigators from the Better Govern-
ment. Association of Chicago. to which Senator Percy referred.

I am going to ask Mr. Halamandaris and Mr. Recktenwald to

come to the table with J. Terrence Brunner, Douglas Longhini, and

Geralvn Delaney.
Val J. Halamandaris is the associate counsel, Senate Special Com-
mittee on Aging; William Recktenwald is an investigator for the
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Senate Special Committee on Aging; J. Terrence Brunner is execu-
tive director, Better Government Association, Chicago, IlL; Douglas
Longhini is an investigator, and Geralyn Delaney is a staff secre-
tary, also with the Better Government Association, Chicago, Il

As was pointed out, the Better Government Association is a
private, nonprofit voluntary association that was formed in Chicago
52 years ago. We have worked with them several times in the past 6
years.

In this case they were of great service to us; they carried much of
the load in this investigation.

Now, we welcome all of you before the subcommittee and, Mr.
Halamandaris, I think you should proceed. You will probably want
to refer the matter to various members of the panel as you report to
us what you found in Chicago.

STATEMENT OF VAL J. HALAMANDARIS, ASSOCIATE COUNSEL,
SENATE SPECIAL COMMITTEE ON AGING

Mr. Hacamanparis. Thank you, Mr. Chairman, Senators. I must
say it is a little bit different sitting on this side of the table, rather than
being at your elbow.

I think we have a rather important purpose here today. We want
to put into the record all the facts and specifics of the fraud investi-
gation that we have undertaken in the State of Illinois and elsewhere.

You gentlemen have very eloquently indicated the parameters of
our investigation and conclusions that we reached. I would like it
understood that our purpose is to provide specifics, names, places,
and dates. With your permission, Mr. Chairman, I would like to
supply at this time a key to our staff report. We did not use names
in our staff report, preferring to provide them here this morning,
under oath. With your permission, Mr. Chairman, I would like us to
be sworn.

Senator Moss. I believe that is an excellent idea, since there may
be controversial matters.

Will you all stand and raise your right hand ? Do you all solemnly
swear to tell the truth, the whole truth, and nothing but the truth,
so help you God ?

[ All witnesses affirmed in the positive.]

Mr. HaLaMaxparis. Mr. Chairman, in the course of our investiga-
tion, we examined more than two dozen clinical laboratories in the
State of Illinois. We visited some 50 medical clinics, and we inter-
viewed more than 50 physicians in the State of Illinois.

In addition, we also examined whatever evidence we could find in
the clinical laboratories in every other State. There are three or four
States that have conducted intensive investigations, including the
State of New Jersey. It was in this connection that we contacted
Mr. Holstein, the executive director of the commission of investi- -
gation, Trenton, N.J., who is here today, and who will provide testi-
mony to this committee. o

In short, we pulled together all of the information we could find
on fraud and abuse among clinical laboratories, and T would like to
state our conclusion for you.
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“Few Lass CoNTroL Most Mepicarp Business”

First of all, comparatively few labs control most of the medicaid
business in the United States. In New York, 16 labs controlled 70
percent of the medicaid business. In New Jersey a dozen labs con-
trolled nearly 60 percent of medicaid funds. In Illinois, 26 labs con-
trol over 90 percent of medicaid funds paid to clinical laboratories.
In Wisconsin, 12 labs control the bulk of the business.

Our second conclusion: Competition for medicaid accounts is fierce.
It seems that the only way to obtain a medicaid account is to offer
a kickback. If you do not provide a kickback, you cannot get services.
The greater the kickback offer, the more likely the lab will be to
obtain medicaid business.

Three: The average kickback is about 30 percent. This is about
the figure we projected for kickbacks between pharmacies and nurs-
ing homes in the exhaustive study we completed 2 years ago. Kick-
backs can take any form from cash, gifts, supplies, long-term credit
arrangements, to the furnishing of supplies and business equipment.
Most commonly, the technique used is the “rental” of a small amount
of space in a medical center or the payment of part of the physician’s
overhead or payroll expenses.

The root, of the problem is the overgenerous fee schedules for clini-
cal lab services. The fee schedules were established in 1967 when medic-
aid went into effect and most tests were performed manually.

Since that time, there have been rather major advances in terms
of technology for clinical laboratories, and yet the fee schedule has
not been changed to take advantage of their technology. Whatever
cost savings have accrued—and there have been a lot—simply have
not been passed on to consumers. Instead, they have been used for
promotion devices or marketing or physician inducements.

In short, they are used for kickbacks.

In order to maximize their ability to succeed in the kickback
game, we found that labs have learned ways to increase their income
from medicaid. The predominant way of increasing income in order
to offer more kickbacks is simply to charge for tests not authorized
by the physician.

That is the easiest way. There are other ways, of course, such as
billing for component parts of what is a panel of tests. For example,
there is a series of tests called SMA-12, and the law and regulations
require they be billed as a panel at one set amount. Typically the
charge of that panel of tests might be $15; however, for component
parts of this series billed separately, the reimbursement for the same
12 tests can go up to $100 or more. ,

Senator Moss. As T understand it, many of these tests are run by
machine and the labs bill separately for component parts, which
amounts to claiming the tests were performed by hand.

Mr. HaraManparts. Right.

Senator Moss. They bill each one separately, even though the tests
are performed as a panel.

“MEecHANTCAL” TEsTS BruLep SEPARATELY

Mr. Haramanparis. Exactly, Mr. Chairman, and, as yon know,
pretending tests are being performed by hand when in actuality they
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were performed by machine is another device by which you can in-
crease the amount of medicaid money that you have coming in, to
be able to pay out in kickbacks.

We estimated, by conservative estimate, that at least $45 million
out of the $213 million in medicare and medicaid payments to clinical
laboratories is either fraudulent or unnecessary. This is a conservative
- estimate because a reasonable case can be made that about 50 percent
of current payments are inappropriate. I cite New Jersey’s experience
where fee schedules were reduced by 40 percent as well as New York’s
analysis that lab payments could be cut in half by incorporating the
principle of regional laboratory programs.

Studies in these States reached the conclusion that the amount of
money paid for medicaid, clinical laboratory services could exactly
be cut in half. This was also the conclusion we reached in our Illinois
investigation. We believe Illinois could cut their current fee sched-
ule by more than 50 percent; or if you want to put it another way,
that the State is overpaying labs by 116 percent.

Restating again, if the State of Illinois were paying for lab services
performed for its medicaid patients at the same rate that private
patients pay for these same lab services, then Illinois would save
about half the money it now spends.

A couple of more points:

As you know, in 1972 Congress enacted the specific statute which
prohibits kickbacks, making the offer or receipt of money or other
considerations illegal, and punishable by a $10,000 fine, 1 year in
jail, or both. :

When our report concerning kickbacks between nursing homes and
pharmacists was published a year ago, Mr. Chairman, we concluded
that the statute was not being enforced. It was one of our major
recommendations that the Department of HEW and the Department
of Justice should begin enforcing the law with respect to kickbacks.

O~LY Ox~E IxpIcTaENT IssUED TO DATE

I am sorry to say there has only been one case that has ever been
brought under the 1972 statute, and that is the indictment issued by
the Honorable Sam Skinner, U.S. attorney for the northern district
of Illinois, about 2 weeks ago.

Senator DomEextct. Do you have the language of that so-called
kickback statute in front of you?

Mr. Haramanparis. Yes, sir, we do; and if you have a copy of the
report,*® it is on page 10.

Senator Doaentct. Thank you. You do not have to read it.

Mr. Harasanparss, Yes, sir. It is explicit. In practical terms, what
this all means is that any laboratory that is so inclined can bill medi-
caid for tests for patients the doctors have never seen, for blood that
is never drawn, for tests never performed, at a rate exceeding four
times costs, and twice the prevailing rate to private patients, and in
so doing violate laws and regulations of general and specific applica-
tion with nearly absolute assurance that they will not be caught and
prosecuted.

*See 8. Rept. 94-944, Fraud and Abuse Among Clinical Laboratories.
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That is the end of my formal statement, Mr. Chairman.

At this time I would like to introduce Mr. William Recktenwald,
who is seated on my immediate right.

Mr. Recktenwald is the chief investigator of the Better Govern-
ment Association in Chicago. As you stated we have been working
together with the BGA for the last 6 or 7 years, and we have the
greatest respect for the BGA, particularly for Mr. Recktenwald and for
his boss, J. Terrence Brunner, who is also seated here today. We have
been fortunate to have Mr. Recktenwald on a leave of absence and
working with us for the past 6 months. ,

I would like to have Bill tell you how he got into this investigation
of clinical labs.

STATEMENT OF WILLIAM RECKTENWALD, INVESTIGATOR,
SENATE SPECIAL COMMITTEE ON AGING

Mr. ReckTeENwALD. Thank you, and good morning, Senators. After
