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Dear Mr. Torres:

Subject: Final Report on the Audit and Investigation of Health Insurance
Payments to Megaplus International CNMI, Inc. for Physical Therapy
Services (Report No. AR-01-01)

The enclosed audit report presents the results of our audit and investigation of health insurance
payments to Megaplus International CNMI, Inc. (Megaplus) from June 1993 to December 1999.
Megaplus is a local company providing physical therapy services to patients enrolled under the
Group Health Insurance Plan (GHIP) which is administered by the Northern Mariana Islands
Retirement Fund�s Group Health & Life Insurance Branch (GHLIB). The objectives of the audit
and investigation were to (1) determine whether GHLIB paid Megaplus for fraudulent health
insurance claims of physical therapy services, (2) establish the amounts and circumstances which
allowed the payment of any fraudulent claims, and (3) determine the adequacy of existing
internal controls over the processing and payment of health insurance claims for physical therapy
services.

Our audit and investigation showed that GHLIB paid Megaplus for fraudulent health insurance
claims of physical therapy services. The fraudulent claims were supported by falsified doctors�
prescriptions or referral forms. The results of a prior audit and investigation also showed that
Megaplus was �padding� health insurance claims by billing unperformed and unnecessary
treatments. In addition, Megaplus was also paid for claims without the required doctors�
prescriptions or referral forms. As a result, GHLIB incurred losses amounting to $313,516 in
fraudulent claims. At least $548,744 in unsupported claims was also improperly paid to
Megaplus.

We recommended that the Northern Mariana Islands Retirement Fund Administrator (1)
expedite the hiring of a utilization review specialist either on a contract or employment basis, (2)



2

instruct the GHLIB Manager to prepare written guidelines for the review and processing of
claims, and (3) adopt measures to improve internal controls over the processing and payment
of health insurance claims as follows: (a) qualification requirements for the position of claims
examiner should be improved by requiring sufficient training and experience in the medical
field; (b) supporting claim documents should be marked paid after completion of check
processing to prevent duplicate payments; (c) for proper segregation of duties, signed checks for
distribution to vendors should be mailed directly or distributed by the  administrative assistant
without being returned to persons who have access to accounting and payment records; and (d)
written filing procedures should be prepared to control and monitor the locations of accounting
records and claim documents. 

In his letter response dated December 18, 2000, the Deputy Administrator responded that the
NMIRF Board endorses prompt resolution and implementation of OPA recommendations.
According to the Deputy Administrator, the following actions were taken to address our
recommendations: (1) a firm has been selected to perform utilization reviews, however, NMIRF
is presently awaiting funding from the CNMI Legislature before executing the contract; (2) a
qualified utilization review specialist will be hired by NMIRF and a job vacancy announcement
for this position has already been advertised; and (3) written operating procedures for processing
of medical claims have been drafted to address inadequacies of existing practices. The
Administrator is currently reviewing the draft procedures and would appreciate OPA�s
comments or additional recommendations. 

Based on the Deputy Administrator�s response, we consider Recommendations 1 and 2 as
resolved, and Recommendation 3 as open. The additional information or actions required to
consider Recommendations 1, 2, and 3 closed are presented in Appendix B.

Sincerely,

Michael S. Sablan
Public Auditor

cc: Governor
Lt. Governor
Twelfth CNMI Legislature (27 copies)
Manager, Group Health and Life Insurance Branch
Secretary of Finance
Attorney General
Special Assistant for Management and Budget
Press Secretary
Press
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O ur audit and investigation showed that the Government
Health Life Insurance Branch (GHLIB) paid Megaplus for
fraudulent health insurance claims of physical therapy
services. The fraudulent claims were supported by falsified

doctors� prescriptions or referral forms. The results of a prior audit and
investigation also showed that Megaplus was �padding� health insurance
claims by billing unperformed and unnecessary treatments. In addition,
Megaplus was also paid for claims without the required doctors�
prescriptions or referral forms. As a result, GHLIB incurred losses
amounting to $313,516 in fraudulent claims. At least $548,744 in
unsupported claims was also improperly paid to Megaplus.

Background

On or about April 1996, the Office of
the Public Auditor (OPA) began an
investigation of Megaplus International
CNMI, Inc. (Megaplus) for possible
fraudulent transactions involving the
Group Health Insurance Program
(GHIP). Megaplus is a local company
providing physical therapy services to
patients enrolled under the GHIP which
is administered by the Northern Maria-
na Islands Retirement Fund�s Group
Health & Life Insurance Branch
(GHLIB). The investigation was initi-
ated based upon certain information
provided by the former Director of
Labor. The results of the investigation
showed that Megaplus was overcharging
the CNMI Government by �padding�
health insurance claims submitted for
payment. Megaplus padded the claims
by billing unperformed and unnecessary
treatments. The case was referred to the
Attorney General�s Office for local
prosecution on June 3, 1997 but no
substantive actions have been taken since
that date.

On or about January 2000, OPA received
another complaint from a confidential
informant that Megaplus was still
providing unnecessary physical therapy
services to patients. A follow-up investi-

gation disclosed that this time, Megaplus
was falsifying prescriptions for physical
therapy services to support health
insurance claims submitted to GHLIB
for payment. Because of possible federal
law violations, the case was referred to
the OPA Joint Task Force with the
Federal Bureau of Investigation (FBI).
The FBI led the investigation of the case
with OPA auditors and investigators
providing assistance.

On March 28, 2000, two Megaplus
officials were arrested by the FBI.
Subsequently, the two individuals
entered into separate plea agreements
and were charged with health care fraud
violations under Title 18, Section 1347
of the United States Code. The two
individuals were eventually sentenced
on July 25, 2000, receiving jail terms of
up to four years. They were also re-
quired to reimburse GHLIB more than
$700,000, which was the estimated
amount of false and unsupported claims
initially determined by OPA. 

Group Health Insurance Plan

The CNMI Government provides its
eligible employees, retirees, and their
eligible family members with an optional
Group Health Insurance Plan. The
purpose of the plan is to provide finan-
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cial assistance to enrollees to help them
pay for necessary health care. GHIP is
being underwritten exclusively by the
CNMI Government and was initially
managed by the Personnel Office. On
August 24, 1994, in accordance with the
Governor�s Executive Order No. 94-3,
all functions of the Personnel Office
relating to the management of the GHIP
were transferred to the Department of
Finance. Subsequently, on June 21,
1996, administration of GHIP was once
again transferred this time from the
Department of Finance to the Northern
Mariana Islands Retirement Fund
pursuant to Public Law 10-19.

GHIP offers four types of enrollment
options, as follows, (1) self only - high
option, (2) self and family - high option,
(3) self only - low option, and (4) self
and family - low option. The insurance
benefits (including maximums, limita-
tions, and exclusions) to which the
enrollees are entitled are based on the
option selected and the kind of medical
expense incurred. 

For physical therapy services, the amou-
nt covered under GHIP for both the
high and low options was limited to $60
per visit effective January 1, 1998.
Previously, physical therapy services
were covered as follows, (1) 100% of the
first $500 allowable expenses plus 80%
of the excess up to a maximum of
$50,000 for the high option, and (2)
100% of the first $250 allowable ex-
penses plus 75% of the excess up to a
maximum of $25,000 for the low option.

Under the GHIP, physical therapy is
classified as an outpatient service pro-
vided by a licensed physical therapist or
licensed chiropractors for the adminis-
tration of physical therapy in accordance

with a referral and specific instructions
by a doctor of medicine as to treatment
type and duration.

Physical Therapy Regulations

Physical therapists are described as
health care professionals who evaluate,
treat, and instruct patients with health
problems resulting from injury or
disease in order to help prevent, correct,
and alleviate pain, discomfort, and
dysfunctions (see www.apta.org - American
Physical Therapy Association). In the
CNMI, physical therapy services are
provided in diverse settings such as the
hospital, outpatient clinics, and public
schools, as well as the homes of the
patients.

In the past, no regulations existed
governing the practice of physical
therapy in the CNMI. On July 23, 1999,
however, the Medical Professional
Licensure Board (MPLB) adopted
Physical Therapy Regulations to govern
the practice of physical therapy in the
CNMI (Commonwealth Register
Volume 21 Number 07, Pages 16860 -
16870). The regulations require all
physical therapists and physical therapist
assistants practicing in the CNMI to be
duly licensed by the MPLB.

Among other things, the new regula-
tions provide that applicants for licensu-
re as a physical therapist must possess
the following qualifications: (1) must be
a graduate of a program accredited by
the American Physical Therapy Associa-
tion or the Canadian Physiotherapy
Association leading to a degree in
physical therapy, (2) have completed the
application for licensure in the CNMI,
(3) have successfully passed the Physical
Therapy Licensing Examination in the
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United States or Canada, and (4) possess
a valid license in a state of the United
States or a province of Canada.  Also, any
person educated, trained, and licensed
in a jurisdiction outside the United
States or Canada must have successfully
completed the Physical Therapy Licens-
ing Examination in the United States or
Canada, and hold a current license to
practice physical therapy in a state of the
United States or a province of Canada,
in order to obtain a license in the
CNMI.

The regulations also define physical
therapy as the care and services provided
by or under the direction and supervi-
sion of a licensed physical therapist, and
physical therapist as a person who has
met all the conditions of the regulations
for licensure and is licensed in the
CNMI to practice physical therapy.

Objectives and Scope

The objectives of our audit and investi-
gation were to (1) determine whether
GHLIB paid Megaplus for fraudulent
health insurance claims of physical
therapy services, (2) establish the
amounts and circumstances which
allowed the payment of any fraudulent
claims, and (3) determine the adequacy
of existing internal controls over the
processing and payment of health
insurance claims for physical therapy
services.

The scope of our audit included all
health insurance payments to Megaplus
covering the period June 1993 to De-
cember 1999. To accomplish our objec-
tive, we examined health insurance
payments and supporting claim docu-
ments. We also engaged the services of
a licensed physical therapist to assist us
in evaluating physical therapy services

performed by Megaplus. In addition, we
reviewed applicable laws, regulations,
and operating procedures related to the
processing and payment of health
insurance claims. We also interviewed
knowledgeable officials and employees
of GHLIB, CNMI Department of
Finance, Office of Personnel Manage-
ment,  Commonwealth Health Center,
Pacific Medical Center, Saipan Health
Clinic, Tinian Health Center and Rota
Health Center. However, the scope of
our audit was limited because the
GHLIB health insurance payment
records were incomplete.

Megaplus Was Paid for
Fraudulent Health Insurance
Claims

GHLIB should ensure that only valid
health insurance claims are paid. Our
audit and investigation showed, how-
ever, that GHLIB paid Megaplus for
fraudulent health insurance claims of
physical therapy services. The fraudulent
claims were supported by falsified
doctors� prescriptions or referral forms.
The results of a prior audit and investi-
gation also showed that Megaplus was
�padding� health insurance claims by
billing unperformed and unnecessary
treatments. In addition, Megaplus was
also paid for claims without the required
doctors� prescriptions or referral forms.
This condition occurred because
Megaplus officials engaged in an illegal
scheme to obtain undeserved health
insurance payments from GHLIB. The
scheme was not detected by GHLIB
employees primarily because of insuffi-
cient training and experience in review-
ing health insurance claims. As a result,
GHLIB incurred losses amounting to
$313,516 in fraudulent claims. At least
$548,744 in unsupported claims was also
improperly paid to Megaplus.
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Accordingly, we recommend that the
NMIRF Administrator:

1. Expedite the hiring of a utilization
review specialist either on a contract
or employment basis. The utiliza-
tion review specialist should be well
qualified and experienced in review-
ing of health insurance claims, and
should be at least a health care
professional, preferably a duly
licensed nurse or physician.

2. Instruct the GHLIB Manager to
prepare written guidelines for the
review and processing of claims.
The guidelines should include
specific documentation require-
ments to justify claims for patients
who have been undergoing ex-
tended medical treatments.

3. Adopt measures to improve internal
controls over the processing and
payment of health insurance claims
as follows: (a) qualification require-
ments for the position of claims
examiner should be improved by
requiring sufficient training and
experience in the medical field, (b)
supporting claim documents should
be marked paid after completion of
check processing to prevent dupli-
cate payments, (c) for proper segre-
gation of duties, signed checks for
distribution to vendors should be
mailed directly or distributed by the
administrative assistant without
being returned to persons who have
access to accounting and payment
records, and (d) written filing
procedures should be prepared to
control and monitor the locations
of accounting records and claim
documents. 

Northern Mariana Islands
Retirement Fund Response

The Deputy Administrator responded
that the NMIRF Board endorses prompt
resolution and implementation of OPA
recommendations. According to the
Deputy Administrator, the following
actions were taken to address our
recommendations; (1) a firm has been
selected to perform utilization reviews,
but NMIRF is presently awaiting
funding from the CNMI Legislature
before executing the contract, (2) a
qualified utilization review specialist will
be hired by NMIRF and a job vacancy
announcement for this position has
already been advertised, and (3) written
operating procedures for processing of
medical claims have been drafted to
address inadequacies of existing prac-
tices. The Administrator is currently
reviewing the draft procedures and
would appreciate OPA�s comments or
additional recommendations.

OPA Comments

Based on the Deputy Administrator�s
response, we consider Recommenda-
tions 1 and 2 as resolved, and Recom-
mendation 3 as open. The additional
information or actions required to
consider Recommendations 1, 2, and 3
closed are presented in Appendix B.

Recommendation 1 is considered
resolved pending further actions. The
NMIRF has undertaken two separate
plans of action to address Recommenda-
tion 1. These plans are (1) contracting
with a utilization review firm, and (2)
hiring a utilization review specialist. In
a subsequent discussion with the Deputy
Administrator, we learned that the plan
for contracting with a utilization review
firm will transfer generally all functions
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concerning medical claims processing to
the firm. However, this plan is tentative
and cannot be immediately implemented
at the present time. We, therefore,
suggest that NMIRF pursue the hiring
of the utilization review specialist instead
of contracting with the firm. NMIRF
should also consider advertising outside
the CNMI, including the U.S. main-
land, to attract qualified applicants and
immediately fill the position. To close
this recommendation, NMIRF should
provide sufficient documentation to
OPA evidencing that a utilization review
specialist has been hired.

We also consider Recommendation 2 as
resolved pending further actions. The
NMIRF should include in the written
operating procedures the following: (1)
submission of original referral letters
from a doctor of medicine, (2) submis-

sion of health insurance claim forms
duly signed by patients, and (3) submis-
sion of periodic treatment and evalua-
tion reports by physicians to justify
extended medical treatment. In addition,
NMIRF should prepare a documenta-
tion checklist form to ensure that all
requirements are completed before
claims are processed. To close this
recommendation, NMIRF should
provide a copy of the final approved
version of the written operating proce-
dures to OPA.

Recommendation 3 is considered open
because the Deputy Administrator�s
response did not contain any specific
plan of action to address this recommen-
dation.
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Background

Introduction

O n or about April 1996, the Office of the Public Auditor (OPA) began
an investigation of Megaplus International CNMI, Inc. (Megaplus) for
possible fraudulent transactions involving the Group Health Insurance
Program (GHIP). Megaplus is a local company providing physical

therapy services to patients enrolled under the GHIP which is administered by the
Northern Mariana Islands Retirement Fund�s Group Health & Life Insurance Branch
(GHLIB). The investigation was initiated based upon certain information provided
by the former Director of Labor. The results of the investigation showed that
Megaplus was overcharging the CNMI Government by �padding� health insurance
claims submitted for payment. Megaplus padded the claims by billing unperformed
and unnecessary treatments. On June 3, 1997, OPA referred the results of the
investigation to the Attorney General�s Office (AGO) for local prosecution. On
August 22, 2000, however, AGO informed OPA that it no longer intended to take
further action.

On or about January 2000, OPA received another complaint from a confidential
informant that Megaplus was still providing unnecessary physical therapy services
to patients. A follow-up investigation disclosed that this time, Megaplus was falsifying
prescriptions for physical therapy services to support health insurance claims
submitted to GHLIB for payment. Because of possible federal violations, the case
was referred to the OPA Joint Task Force with the Federal Bureau of Investigation
(FBI). The FBI led the investigation of the case with OPA auditors and investigators
providing assistance.

On March 28, 2000, two Megaplus officials were arrested by the FBI. Subsequently,
the two individuals entered into separate plea agreements and were charged with
health care fraud violations under Title 18, Section 1347 of the United States Code.
The two individuals were eventually sentenced on July 25, 2000, receiving jail terms
of up to four years. They were also required to reimburse GHLIB more than
$700,000, which was the estimated amount of false and unsupported claims initially
determined by OPA. 

Group Health Insurance Plan

The CNMI Government provides its eligible employees, retirees, and their eligible
family members with an optional Group Health Insurance Plan. The purpose of
the plan is to provide financial assistance to enrollees to help them pay for necessary
health care. GHIP is being underwritten exclusively by the CNMI Government
and was initially managed by the Personnel Office. On August 24, 1994, in
accordance with the Governor�s Executive Order No. 94-3, all functions of the
Personnel Office relating to the management of the GHIP were transferred to the
Department of Finance. Subsequently, on June 21, 1996, administration of the GHIP
was once again transferred this time from the Department of Finance to the
Northern Mariana Islands Retirement Fund pursuant to Public Law 10-19.
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GHIP offers four types of enrollment options, as follows, (1) self only - high option,
(2) self and family - high option, (3) self only - low option, and (4) self and family -
low option. The insurance benefits (including maximums, limitations, and
exclusions) to which the enrollees are entitled are based on the option selected and
the kind of medical expense incurred. 

For physical therapy services, the amount covered under GHIP for both the high
and low options was limited to $60 per visit effective January 1, 1998. Previously,
physical therapy services were covered as follows, (1) 100% of the first $500 allowable
expenses plus 80% of the excess up to a maximum of $50,000 for the high option,
and (2) 100% of the first $250 allowable expenses plus 75% of the excess up to a
maximum of $25,000 for the low option.

Under the GHIP, physical therapy is classified as an outpatient service provided
by a licensed physical therapist or licensed chiropractors for the administration of
physical therapy in accordance with a referral and specific instructions by a doctor
of medicine as to treatment type and duration.

Physical Therapy Regulations

Physical therapists are described as health care professionals who evaluate, treat, and
instruct patients with health problems resulting from injury or disease in order to
help prevent, correct, and alleviate pain, discomfort, and dysfunctions (see
www.apta.org - American Physical Therapy Association). In the CNMI, physical therapy
services are provided in diverse settings such as the hospital, outpatient clinics, and
public schools, as well as the homes of the patients.

In the past, no regulations existed governing the practice of physical therapy in the
CNMI. On July 23, 1999, however, the Medical Professional Licensure Board
(MPLB) adopted Physical Therapy Regulations to govern the practice of physical
therapy in the CNMI (Commonwealth Register Volume 21 Number 07, Pages 16860
- 16870). The regulations require all physical therapists and physical therapist
assistants practicing in the CNMI to be duly licensed by the MPLB.

Among other things, the new regulations provide that applicants for licensure as
a physical therapist must possess the following qualifications: (1) must be a graduate
of a program accredited by the American Physical Therapy Association or the
Canadian Physiotherapy Association leading to a degree in physical therapy, (2) have
completed the application for licensure in the CNMI, (3) have successfully passed
the Physical Therapy Licensing Examination in the United States or Canada, and
(4) possess a valid license in a state of the United States or a province of Canada.
Also, any person educated, trained, and licensed in a jurisdiction outside the United
States or Canada must have successfully completed the Physical Therapy Licensing
Examination in the United States or Canada, and hold a current license to practice
physical therapy in a state of the United States or a province of Canada, in order
to obtain a license in the CNMI.
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Objectives,
Scope, and

Methodology

Prior Audit
Coverage

The regulations also define physical therapy as the care and services provided by
or under the direction and supervision of a licensed physical therapist, and physical
therapist as a person who has met all the conditions of the regulations for licensure
and is licensed in the CNMI to practice physical therapy.

T he objectives of our audit and investigation were to (1) determine whether
GHLIB paid Megaplus for fraudulent health insurance claims of physical
therapy services, (2) establish the amounts and circumstances which
allowed the payment of any fraudulent claims, and (3) determine the

adequacy of existing internal controls over the processing and payment of health
insurance claims for physical therapy services.

The scope of our audit included all health insurance payments to Megaplus covering
the period June 1993 to December 1999. To accomplish our objectives, we examined
health insurance payments and supporting claim documents. We also engaged the
services of a licensed physical therapist to assist us in evaluating physical therapy
services performed by Megaplus. In addition, we reviewed applicable laws,
regulations, and operating procedures related to the processing and payment of health
insurance claims. We also interviewed knowledgeable officials and employees of
GHLIB, CNMI Department of Finance, Office of Personnel Management,
Commonwealth Health Center, Pacific Medical Center, Saipan Health Clinic, Tinian
Health Center and Rota Health Center. However, the scope of our audit was limited
because the GHLIB health insurance payment records were incomplete.

We performed our audit and investigation at the offices of the GHLIB and the CNMI
Department of Finance on Saipan from April 1996 to June 1997 and from January
to July 2000. The audit was made, where applicable, in accordance with the
Government Auditing Standards issued by the Comptroller General of the United
States. Accordingly, we included such tests of records and such other audit
procedures as were considered necessary under the circumstances.

As part of our audit, we evaluated GHLIB�s internal controls over the processing
and payment of health insurance claims. We found major internal control weaknesses
in these areas. These internal control weaknesses are discussed in the Findings and
Recommendations section of this report. Our recommendations, if implemented,
should improve the internal controls in these areas.

During the past five years, OPA issued one audit report concerning GHIP. The
report entitled �Audit of CNMI Group Health Insurance Program,� issued on May
31, 1995, concluded mainly that health insurance contributions and deductibles were
not sufficient to cover the cost of operations, and that a large backlog of unprocessed
claims was outstanding. The report, however, did not include any specific finding
regarding health insurance payments to Megaplus.
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In addition, an independent public accounting firm issued an audit report on the
Northern Mariana Islands Government Health and Life Insurance Trust Fund for
each of fiscal years 1997, 1998 and 1999. The reports included a finding regarding
the lack of utilization reviews. Utilization review is a standard procedure employed
by an entity paying medical claims. It involves the review of each health insurance
claim to determine if proper procedures were performed and if  proper medications
were prescribed. This finding was also noted during our audit.
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GHLIB Incurred
losses

amounting to
$313,516 in

fraudulent
claims. At least

$548,744 in
unsupported

claims was also
improperly paid

to Megaplus.

Findings and Recommendations

Megaplus Was Paid for Fraudulent Health Insurance Claims

G HLIB should ensure that only valid health insurance claims are
paid. Our audit and investigation showed, however, that GHLIB
paid Megaplus for fraudulent health insurance claims of physical
therapy services. The fraudulent claims were supported by

falsified doctors� prescriptions or referral forms. The results of a prior audit
and investigation also showed that Megaplus was �padding� health insurance
claims by billing unperformed and unnecessary treatments. In addition,
Megaplus was also paid for claims without the required doctors� prescriptions
or referral forms. This condition occurred because Megaplus officials engaged
in an illegal scheme to obtain undeserved health insurance payments from
GHLIB. The scheme was not detected by GHLIB employees primarily because
of insufficient training and experience in reviewing health insurance claims.
As a result, GHLIB incurred losses amounting to $313,516 in fraudulent
claims. At least $548,744 in unsupported claims was also improperly paid to
Megaplus.

Only Valid Health Insurance Claims Should Be Paid

GHLIB is responsible for paying health insurance claims of medical care providers
who provide medical services to patients enrolled under GHIP. Medical services
covered by GHIP include outpatient services rendered by health care professionals.
In the GHIP Manual (Article 4.03, c.2), physical therapy is classified as an outpatient
service provided by a licensed physical therapist or licensed chiropractor for the
administration of physical therapy in accordance with a referral and specific
instructions by a doctor of medicine as to treatment type and duration. This means
that a health insurance claim for physical therapy services should be supported by
a valid doctor�s prescription or referral form. This requirement helps to prevent
possible health care fraud and abuse by ensuring that only valid claims are paid by
GHLIB.

In the United States, many health insurance agencies employ a standard procedure
called �utilization review� to help address health care fraud. This procedure involves
the review of each health insurance claim by a person with sufficient training and
experience in the medical field to determine if proper procedures were performed
and if proper medications were prescribed. Utilization reviews are essential in
controlling health insurance costs and in detecting false claims arising from
unnecessary or inappropriate procedures and medications. 

Strict federal laws are also in place to address health care fraud and abuse. For
example, the submission of false claims by medical care providers by itself is
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1 United States Code Title 18 Chapter 63 Section 1347 states that �Whoever knowingly and willfully executes, or
attempts to execute, a scheme or artifice - (1) to defraud any health care benefit program; or (2) to obtain, by
means of false or fraudulent pretenses, representations, or promises, any of the money or property owned by, or
under the custody or control of, any health care benefit program, in connection with the delivery of or payment
for health care benefits, items, or services, shall be fined under this title or imprisoned not more than 10 years, or
both.�
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considered a violation of federal law1. The operator of a health insurance fraud
scheme does not need to actually obtain payment on the false claim to be guilty of
a crime - submitting the fraudulent claim is enough to risk prosecution. 

Megaplus Submitted Fraudulent Health Insurance Claims

During our audit and investigation conducted from January to July 2000, we found
that Megaplus submitted health insurance claims to GHLIB supported by false
documents. From June 1993 to December 1999, GHLIB paid Megaplus a total of
$1,418,771. Of this amount, $313,516 or about 22% was supported by falsified
doctors� prescriptions or referral forms.

The audit and investigation was initiated by a complaint that OPA received from
a confidential informant on or about January 2000. The complaint alleged that
Megaplus was providing unnecessary physical therapy services to patients and was
billing both local and federal agencies (i.e., GHLIB and Medicare). A follow up
investigation by OPA auditors disclosed evidence that Megaplus may have been
altering prescriptions to support health insurance claims submitted to GHLIB for
payment. The case was subsequently referred to the OPA-FBI joint task force because
of possible federal law violations. The FBI led the investigation of the case with OPA
auditors and investigators providing audit and investigative assistance.

During the course of the audit and investigation, we found that Megaplus officials
employed their illegal scheme in a variety of ways such as the following:

< Patient referral forms were altered to increase the number of times or duration
of physical therapy services. For example, Megaplus inserted �3x wk x 8-10 mos�
in one patient�s referral form prepared by a doctor from the Commonwealth
Health Center (CHC) to make it appear that the doctor prescribed physical
therapy three times a week for 8 to 10 months. The referring doctor denied
prescribing any duration for the treatment. Furthermore, CHC�s Director of
Physical Therapy explained that it would be highly unusual to prescribe a
treatment of more than one month at a time given the nature of this patient�s
condition. Usually, the patient�s progress is evaluated monthly before any
extension of treatment is prescribed.

< Prescription forms were duplicated and different patient names were inserted
to make it appear that a doctor had prescribed physical therapy services. Other
times, the date of the prescription was altered to make it appear that a treatment
extension was granted. For example, the original patient name on a CHC
prescription form was �whited out� using correction liquid or tape. The
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prescription form was then photocopied five times and the names of five other
patients were separately inserted. Further investigation showed that some of
the other patients were never seen by the prescribing physician.

< The nature of the doctor�s prescription was changed to reflect physical therapy
services although none was actually required. For example, a CHC prescription
was changed from  a request for �hospital bed� to �therapy 3x 16 months.� The
physician who wrote the prescription advised us that the form had been altered,
and showed us a copy of the original prescription form.

< The doctor�s signature on the prescription form was forged. For example, a
CHC doctor advised us that he did not write a particular prescription and that
his apparent signature appearing on the form was a forgery. During the
investigation, we also found �blank� CHC prescription forms bearing the
signatures of a CHC doctor with no other information present (i.e., date, patient
name, nature of condition, and treatment).

The audit and investigation revealed many instances and different versions of the
above scheme. Also, many of the duplicated and �whited out� forms were
subsequently found at the residence of Megaplus officials (during the execution of
a federal search warrant conducted by the FBI).

Megaplus Submitted Padded Claims to Obtain Undeserved
Payments

The results of a prior audit and investigation conducted from April 1996 to July 1997,
showed that Megaplus had been previously cheating the CNMI Government by
submitting �padded� health insurance claims. Megaplus padded the claims by billing
unperformed and unnecessary treatments. Patients were being asked to sign blank
forms which were later filled in by Megaplus with false treatment information. The
forms were then used to support large billings to GHLIB.

The prior audit and investigation was initiated by OPA on or about April 1996 based
on information provided by the former Director of Labor. The Director provided
OPA with a statement from a GHIP member claiming that she was made to sign
blank receipts after receiving  physical therapy treatments from Megaplus. According
to her, she was referred by a fellow teacher (not a doctor) to Megaplus for treatment
of her back pains. She was told by Megaplus that 80% of the treatment costs would
be covered by government insurance and that the 20% patient share would be waived.
She stated that when she asked Megaplus how much the treatment costs were, she
was told that they were minimal. However, when she subsequently inquired from
GHLIB, she learned that at least $13,000 had been paid to Megaplus for the months
of January to March 1995 alone, and that Megaplus was charging $480 to $500 per
session. She also stated that she referred many teachers to Megaplus for physical
therapy services.
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The above information suggested that Megaplus may have been padding claims
through the use of the blank receipts signed by patients. The blank receipts were
actually �Treatment Forms� showing what services were rendered by Megaplus.
The forms were used by Megaplus as invoices to bill GHLIB. Since the patients
signed the forms in blank, Megaplus could easily insert or charge numerous items
without the knowledge of the patient. OPA conducted an investigation and
concluded that Megaplus was involved in a pattern of padding claims to receive
unearned payments from GHLIB. Among other things, the investigation showed
the following:

< Many patients confirmed that Megaplus was asking them to sign blank treatment
forms. Several patients had been undergoing physical therapy treatments without
being seen by physicians. Most treatments were ongoing and continued for more
than one year, which was highly unusual according to the CHC Physical
Therapy Director.

< A licensed and experienced physical therapist engaged by OPA to review
Megaplus billings reported that many treatments being billed were not even
applicable to the patient�s conditions. For example, a female patient was
supposedly being treated for back pains caused by a vasectomy (a birth control
procedure that can be performed only on males). In many cases, patients were
initially evaluated for a specific problem and then during each session, additional
treatments were supposedly performed which were unrelated to the patient�s
condition. The therapist also reported that the billings showed that many
patients were being treated with excessive procedures which are physically
impossible to perform at one time. The therapist concluded that there appears
to be consistent �padding� of claims by the billing of excessive and unnecessary
physical therapy services.

< Former Megaplus employees (physical therapists) claimed that they were asked
by Megaplus officials to perform additional, but unnecessary treatments to
patients in order to increase billings to GHLIB. OPA also found evidence that
Megaplus charged patients with government insurance at a rate of about $200
to $400 per session. Other patients in the private sector were being charged only
$20 per session. It was apparent that Megaplus was charging excessive rates if
patients had government insurance since GHLIB picked up the tab and not the
patients.

On June 3, 1997, OPA referred the results of the investigation to the Attorney
General�s Office (AGO) for local prosecution. On August 22, 2000, however, AGO
informed OPA that it no longer intended to take further action.

Megaplus Improperly Paid for Unsupported Claims

Our audit and investigation also showed that Megaplus was paid for claims without
the necessary doctor�s prescriptions or referral forms. As part of our work, we
reviewed all health insurance payments to Megaplus from the start of the payments
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in June 1993 until December 1999 when GHLIB stopped its payments. Apart from
the falsified claims, we found that Megaplus was paid at least $548,744 in
unsupported claims. This represents about 39 percent of the $1,418,771 in total
claims paid to Megaplus during the period.

As provided under the GHIP manual, health insurance claims for physical therapy
services should be supported by a doctor�s prescription or referral form. Our review
also showed that at least two documents were submitted by medical providers to
support their health insurance claims. These included (1) health insurance claim
forms or treatment invoices showing the date of service, type of treatment (in codes),
amounts billed, and doctor�s name among others, and (2) valid doctors� prescriptions
or referral forms certifying medical necessity.

Our audit showed, however, that the GHLIB claims examiner/health insurance
adjuster concentrated more on determining eligibility of patients for insurance
coverage (i.e., whether the patient was currently enrolled under GHIP or not). Also,
only the health insurance claim form was subjected to detailed review. For example,
information from the form was recorded in the computer (e.g., service dates, benefit
codes, charge per unit, total charges, etc...). The computer checked the information
against prerecorded data and rejected any incorrect information. The related doctor�s
prescription or referral form was not scrutinized for validity or compared at all with
the services performed as reflected in the health insurance claim form. Therefore,
it was possible that claims were processed even without these important documents.

To address this problem, GHLIB recently required all medical care providers,
effective March 16, 2000, to ensure that all health insurance claim forms are signed
by a physician or authorized representative, and that each claim for physical therapy
is duly supported by a doctor�s prescription or referral form. In addition, physical
therapy treatments in excess of ten sessions are required to be justified accordingly.

During our review of the documentation requirements for claims processing, we
also noted that GHLIB operated without the benefit of written guidelines. For
example, there were no specific documentation requirements to justify claims for
patients who had been undergoing extended medical treatments. At the very least,
progress or periodic evaluation reports from a physician should be required to be
submitted before such claims are processed. More importantly, written guidelines
are necessary to aid in the performance of procedures by employees, establish
uniformity and consistency in applying procedures, and to assist in the orientation
and training of new personnel.

Megaplus Officials Engaged in Illegal Scheme

Our audit and investigation showed that Megaplus officials engaged in an illegal
scheme to obtain undeserved payments from GHLIB. They employed this scheme
by (1) submitting claims supported by falsified doctors� prescriptions and referrals,
and (2) padding claims with unperformed and unnecessary treatments. Furthermore,
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they exploited GHLIB�s lax procedures by submitting claims with incomplete
supporting documents.

The scheme was not detected by GHLIB employees primarily because of insufficient
training and experience in reviewing health insurance claims. GHLIB does not
conduct a utilization review of claims to determine if proper procedures were
performed and the proper medications were prescribed. This normally requires the
services of a person with sufficient training and experience in the medical field. No
GHLIB employee, however, meets these requirements.

As a result, GHLIB incurred losses amounting to $313,516 in fraudulent claims.
At least $548,744 in unsupported claims was also improperly paid to Megaplus.
Overall, total false and unsupported claims paid to Megaplus amounted to at least
$862,260.

The FBI-OPA joint task force investigations eventually led to the arrest of two
Megaplus officials on March 28, 2000. The two officials were charged with federal
violations for health care fraud. They subsequently entered into plea agreements
and were sentenced on July 25, 2000, receiving jail terms of up to four years. They
were also required to reimburse GHLIB more than $700,000. This amount was the
estimated amount of false and unsupported claims initially determined and provided
by OPA to the FBI on May 9, 2000. 

Request for Proposal for Utilization Review Services

To address current problems and eliminate abuses by medical care providers, GHLIB
solicited requests for proposals (RFP) for utilization review services. GHLIB, through
the Northern Mariana Islands Retirement Fund (NMIRF), advertised the RFP on
two separate occasions, with the latest advertisement dated June 2, 2000. As of the
date of this report, however, no contract for utilization review services has been
entered into by NMIRF.

Internal Control Matters

As part of our audit, we evaluated GHLIB�s internal controls over the processing
and payment of health insurance claims. We found major internal control weaknesses
in these areas as follows:

Qualification Requirements for Claims Examiner Not Adequate

The claims examiner is primarily responsible for reviewing health insurance claims
and processing them for payment. The position, however, does not require training
and experience in the medical field as a qualification requirement. Consequently,
the claims examiner had insufficient knowledge to determine if proper medical
procedures were performed and if proper medications were prescribed. As a result,
GHLIB was not able to detect health care fraud and abuses. 
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Disbursement Vouchers and Supporting Documents Are Not Voided Upon
Payment

During our examination of documents evidencing the payment of health insurance
claims, we noted that the supporting documents (e.g., disbursement vouchers, health
insurance claim forms, treatment invoices, doctor�s prescriptions and referrals) were
not marked paid or otherwise voided. To prevent the reuse of original documents
and possible duplication of payments, GHLIB should void all documents upon
completion of check processing. This can be accomplished by stamping �PAID�on
the face of the documents.

Incompatible Functions of Accountant and Claims Examiner

Signed checks for health insurance claims are returned to the accountant who
prepared the checks. The checks are then forwarded by the accountant to the claims
examiner who posts the payment information in the computer. After this procedure,
the checks are given to the administrative assistant for distribution. To improve
internal controls, signed checks should be given directly to the administrative
assistant who has no access to accounting and payment records. As an alternative,
the checks could be mailed directly to the vendor or payee.

Missing and Incomplete Claim Documents

The scope of our audit was limited because a large number of claim documents were
either missing or incomplete. Of the $1,418,771 total claims paid to Megaplus, we
were not able to examine claims amounting to $492,514, or about 35 percent of the
total paid claims. The absence of essential documents means that there is no
assurance that all false and unsupported claims were detected by our audit, and also
indicates the lack of proper recordkeeping and maintenance procedures.

Conclusion and Recommendations

GHLIB should ensure that health insurance claims submitted by medical care
providers are valid and properly authorized before payments are made. In view of
the actual and potentially huge losses from false and unsupported claims, steps should
be undertaken immediately to prevent and detect fraud and abuse by medical care
providers. Accordingly, we recommend that the Administrator:

1. Expedite the hiring of a utilization review specialist either on a contract or
employment basis. The utilization review specialist should be well qualified
and experienced in reviewing of health insurance claims, and should be at least
a health care professional, preferably a duly licensed nurse or physician.

2. Instruct the GHLIB Manager to prepare written guidelines for the review and
processing of claims. The guidelines should include specific documentation
requirements to justify claims for patients who have been undergoing extended
medical treatments.
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3. Adopt measures to improve internal controls over the processing and payment
of health insurance claims as follows: (a) qualification requirements for the
position of claims examiner should be improved by requiring sufficient training
and experience in the medical field, (b) supporting claim documents should
be marked paid after completion of check processing to prevent duplicate
payments, (c) for proper segregation of duties, signed checks for distribution
to vendors should be mailed directly or distributed by the administrative assistant
without being returned to persons who have access to accounting and payment
records, and (d) written filing procedures should be prepared to control and
monitor the locations of accounting records and claim documents. 

Northern Mariana Islands Retirement Fund Response

The Deputy Administrator responded that the NMIRF Board endorses prompt
resolution and implementation of OPA recommendations. According to the Deputy
Administrator, the following actions were taken to address our recommendations;
(1) a firm has been selected to perform utilization reviews, but NMIRF is presently
awaiting funding from the CNMI Legislature before executing the contract, (2) a
qualified utilization review specialist will be hired by NMIRF and a job vacancy
announcement for this position has already been advertised, and (3) written operating
procedures for processing of medical claims have been drafted to address inadequacies
of existing practices. The Administrator is currently reviewing the draft procedures
and would appreciate OPA�s comments or additional recommendations.

OPA Comments

Based on the Deputy Administrator�s response, we consider Recommendations 1
and 2 as resolved, and Recommendation 3 as open. The additional information or
actions required to consider Recommendations 1, 2, and 3 closed are presented in
Appendix B.

Recommendation 1 is considered resolved pending further actions. The NMIRF
has undertaken two separate plans of action to address Recommendation 1. These
plans are (1) contracting with a utilization review firm, and (2) hiring a utilization
review specialist. In a subsequent discussion with the Deputy Administrator, we
found out that the plan for contracting with a utilization review firm will transfer
generally all functions concerning medical claims processing to the firm. However,
this plan is tentative and cannot be immediately implemented at the present time.
We, therefore, suggest that NMIRF pursue the hiring of the utilization review
specialist instead of contracting with the firm. NMIRF should also consider
advertising outside the CNMI, including the U.S. mainland, to attract qualified
applicants and immediately fill the position. To close this recommendation, NMIRF
should provide sufficient documentation to OPA evidencing that a utilization review
specialist has been hired.
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We also consider Recommendation 2 as resolved pending further actions. The
NMIRF should include in the written operating procedures the following: (1)
submission of original referral letters from a doctor of medicine, (2) submission
of health insurance claim forms duly signed by patients, and (3) submission of
periodic treatment and evaluation reports by physicians to justify extended medical
treatment. In addition, NMIRF should prepare a documentation checklist form to
ensure that all requirements are completed before claims are processed. To close
this recommendation, NMIRF should provide a copy of the final approved  version
of the written operating procedures to OPA.

 Recommendation 3 is considered open because the Deputy Administrator�s response
did not contain any specific plan of action to address this recommendation.
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STATUS OF RECOMMENDATIONS

RecommendationsRecommendationsRecommendationsRecommendations
AgencyAgencyAgencyAgency
to Actto Actto Actto Act StatusStatusStatusStatus

Agency Response/Agency Response/Agency Response/Agency Response/
Additional Information or ActionAdditional Information or ActionAdditional Information or ActionAdditional Information or Action

RequiredRequiredRequiredRequired

1. The Administrator should expedite the hiring of a
utilization review specialist either on a contract or
employment basis. The utilization review specialist
should be well qualified and experienced in the
review of health insurance claims, and should be
at least a health care professional, preferably a duly
licensed nurse or physician.

NMIRF Resolved The Deputy Administrator responded that the NMIRF
Board endorses prompt resolution and implementation
of OPA recommendations. According to the Deputy
Administrator, the following actions were taken to
address the recommendation; (1) a firm has been
selected to perform utilization reviews, however, NMIRF
is presently awaiting funding from the CNMI Legislature
before executing the contract, and (2) a qualified
utilization review specialist will be hired by NMIRF and
a job vacancy announcement for this position has
already been advertised.

Further Action Required

The NMIRF has taken two separate plans of action to
address Recommendation 1. These plans are (1)
contracting with a utilization review firm and (2) hiring
of a utilization review specialist. In a subsequent
discussion with the Deputy Administrator, we found out
that the plan for contracting with a utilization review
firm will transfer generally all functions concerning
medical claims processing to the firm. However, this
plan is tentative and cannot be immediately imple-
mented at the present time. We, therefore, suggest that
NMIRF pursue the hiring of the utilization review
specialist instead of contracting with the firm. NMIRF
should also consider advertising outside the CNMI,
including the U.S. mainland to attract qualified
applicants and immediately fill the position. ToToToTo    closeclosecloseclose
thisthisthisthis    recorecorecorecommendation, NMIRF should providemmendation, NMIRF should providemmendation, NMIRF should providemmendation, NMIRF should provide
sufficientsufficientsufficientsufficient    documentationdocumentationdocumentationdocumentation    totototo    OPAOPAOPAOPA    evidencingevidencingevidencingevidencing    thatthatthatthat    aaaa
utilization review specialist has been hired.utilization review specialist has been hired.utilization review specialist has been hired.utilization review specialist has been hired.

2. The Administrator should instruct the GHLIB
Manager to prepare written guidelines for the review
and processing of claims. The guidelines should
include specific documentation requirements to
justify claims for patients who have been undergoing
extended medical treatments.

NMIRF Resolved The Deputy Administrator responded that written
operating procedures for processing of medical claims
have been drafted to address inadequacies of existing
practices. The Administrator is currently reviewing the
draft procedures and would appreciate OPA�s
comments or additional recommendations.

Further Action Required

The NMIRF should include in the written operating
procedures the following: (1) submission of original
referral letters from a doctor of medicine, (2) submis-
sion of health insurance claim forms duly signed by
patients, and (3) submission of periodic treatment and
evaluation reports by physicians to justify extended
medical treatment.
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STATUS OF RECOMMENDATIONS

RecommendationsRecommendationsRecommendationsRecommendations
AgencyAgencyAgencyAgency
to Actto Actto Actto Act StatusStatusStatusStatus

Agency Response/Agency Response/Agency Response/Agency Response/
Additional Information or ActionAdditional Information or ActionAdditional Information or ActionAdditional Information or Action

RequiredRequiredRequiredRequired

In addition, NMIRF should prepare a documentation
checklist form to ensure that all requirements are
completed before claims are processed. ToToToTo    closeclosecloseclose    thisthisthisthis
recommendation,recommendation,recommendation,recommendation,    NMIRFNMIRFNMIRFNMIRF    shouldshouldshouldshould    provideprovideprovideprovide    aaaa    copycopycopycopy    ofofofof
thethethethe    finalfinalfinalfinal    approvedapprovedapprovedapproved  version of the written operating  version of the written operating  version of the written operating  version of the written operating
procedures to OPA. procedures to OPA. procedures to OPA. procedures to OPA. 

3. The Administrator should adopt measures to
improve internal controls over the processing and
payment of health insurance claims as follows: (a)
qualification requirements for the position of
claims examiner should be improved by requiring
sufficient training and experience in the medical
field, (b) supporting claim documents should be
marked paid after completion of check processing
to prevent duplicate payments, (c) for proper
segregation of duties, signed checks for distribu-
tion to vendors should be mailed directly or
distributed by the administrative assistant without
being returned to persons who have access to
accounting and payment records, and (d) written
filing procedures should be prepared to control
and monitor the locations of accounting records
and claim documents. 

NMIRF Open The Deputy Administrator�s response did not contain
any specific plan of action to address this recommen-
dation.

Further Action Required

NMIRF should implement the recommendation.
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