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The problem 

The public healthcare system in 
America has been described as a 
giant computer at which providers 
throw paper and it in turn throws 
back money.



•A 60% Federally funded program

•Administered by 50 states, DC and 5 Territories

•Using 20 plus claims processors

•That process 3 billion medical claims

•Submitted by 1 ½ million providers

•On behalf services to 60 million Americans

•For which providers received $330B in 2007

How much paper and money? - The Medicaid Program  



DFRD

• We are a multi-disciplinary team of 12

• With a structured analytical approach

• Using a national Medicaid Database  

• Running a library of algorithms that we research, test 
and develop based upon established policies, 
business processes or nationally-recognized coding 
principles and,

• Predictive models to target investigations and audits

• Placed into operation by the ROP MICS



The Pareto principle (also known as the 80-20 rule, the 
law of the vital few and the principle of factor sparsity) 
states that, for many events, 80% of the effects comes 
from 20% of the causes. 

It is named it after Italian economist Vilfredo Pareto, 
who observed that 80% of income in Italy went to 20% 
of the population. It is a common rule of thumb in 
business; e.g., "80% of your sales comes from 20% of 
your clients." 

How such a small group can proceed



Investigative Assumptions: Kentucky analysis – 1370 
dentists – 4 years data 
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Improper E & M Codes by Physicians: 
Percentage by Suspect Providers
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Improper E & M Codes by Physicians: 
Percentage of Dollars
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Kentucky analysis - 15,000 physicians, 4 years data



Algorithms developed by DFRD have successfully run in 
several states and identified several millions in overpayments

Algorithm is defined 
as  a mathematical 
term that means a 
set of specific steps, 
procedures or 
calculations to 
address a specific 
problem.  

Lovenox is a blood 
thinner, also called 
an anticoagulant. It 
is expensive and 
complicated to bill 
by the pharmacist



We were able to almost exactly duplicate 
electronically the findings of the Vermont auditor and 
found overpayments of $60K plus per year

We had similar 
proportional 
results with 
other states 
claims data.





Less than 24 hour Hospital Services Inpatient – Outpatient  

0

1000

2000

3000

4000

5000

6000

7000

8000

1 2 3 4 5
Outpatient
Inpatient

In some instances 
providers actually 
billed for $900 for a 
birth and were 
reimbursed up to 
$49K.

Most states had $4M 
plus in claims  

The high billing 
states are DRG 
states  



Predictive Models for investigative 
audits

Predicting the Future Based on 
Experience



The MIG Division of Fraud Research and Detection is building a 
predictive model to identify suspect providers before they enroll, 

and after enrollment though a retrospective analysis of their 
behavior.

The basic concept is that a provider’s past experience or  current 
billing practices is a valid predictor of future behavior. And that 

once identified these providers warrant additional scrutiny before 
enrollment, or with frequent electronic audits.  

The model, when proven, will be a part of the One Stop Shop in 
the data analysis and exchange process



Nearly every human endeavor uses models – either the implicit or explicit cognitive 
representation of a physical system and/or human behavior. 

We all use mental representations to predict future behavior and evaluate past action. 

•Psychologists and anthropologists use models to understand individual and collective 
human behavior. 

•Engineers use models to predict, design and analyze physical structures and systems. 

•Scientists use models to represent the basic nature of the universe. 

•Businesses use models to optimize their products and services for maximum return. 

In fact, the ability to predict future action based on experience – could very well define 
the nature of intelligence. 

What is a model:



The Provider issue and  model

MARCH 31, 2007MARCH 31, 2007 -- The United States Attorney arrested a pharmacist for The United States Attorney arrested a pharmacist for 
defrauding the Medicaid program of at least $1.2 million since 2defrauding the Medicaid program of at least $1.2 million since 2003. 003. The The 
Medicaid claims processor continued to process the pharmacistMedicaid claims processor continued to process the pharmacist’’ s claims s claims 
despite this arrest. despite this arrest. 

In a similar situation the In a similar situation the Department made $102,027 in Medicaid payments Department made $102,027 in Medicaid payments 
to a to a providerproviderunder the reviewunder the reviewof the Attorney Generalof the Attorney General’’ s Office for s Office for 
conspiracy and drug diversion charges. As with the pharmacist inconspiracy and drug diversion charges. As with the pharmacist inthe above the above 
noted audit, the noted audit, the Department was not aware of the findingsDepartment was not aware of the findingsand actions taken and actions taken 
by other State and federal Medicaid oversight agencies. by other State and federal Medicaid oversight agencies. 



The problem 

Law Enforcement Places New Charges Against Medicaid Provider

February 23, 2007 

Dokun was the owner and CEO of Capital City Area Care, LLC, which 
provided services to elderly and disabled patients.Evidence showed that she 
had defrauded the Medicaid program out of more than $100,000. That led to 
her arrest in December for grand theft.

The Attorney General’s investigation turned up evidence that Dokun had also 
filed for public assistance benefits for herself based on financial 
need. During periodic certification interviews she allegedly falsified reports 
by neglecting to report her income as CEO of Capital City Area Care. Her 
income amounted to $339,409 during the time she was receiving public 
assistance. As a result, Dokun received a total of $11,518 in Medicaid 
services and food stamps to which she was not legally entitled.



The problem 

Attorney General Announces Indictment & Arrest of Durable Medical 
Equipment Provider

September 22, 2005– The Attorney General announced today that businessman 
Richard Noland has been indicted and arrested on 7 counts of providing false 
information to the Medicaid program. Richard Noland, age 42, is the owner of 
Orthopedic Specialties, Inc., a provider of durable medical equipment to Medicaid 
patients.

According to the Attorney General's Investigation agents, Noland is alleged to have 
concealed from the Medicaid Program a prior criminal conviction of theft. Noland 
was required to disclose his conviction on the Medicaid provider application forms 
and annual disclosure forms, but he failed to do so.

The falsified forms were then submitted to state Medicaid officials. Based in part 
on the falsified forms, Noland was then granted a Medicaid Provider Agreement.



The problem 
DENTIST ORDERED TO GIVE UP LICENSE AND REPAY $320,000 TO STATE AND 

PATIENTS 

MEDICAID FRAUD SCAM WENT ON FOR TEN YEARS

The Attorney today announced that a dentist, convicted in a Medicaid scam, was ordered to 
immediately surrender his dental license and repay $300,000 to the State Medicaid program 
and $20,000 to patients. 

1. Dr. Alexander Hollander submitted bogus claims under the provider numbers of other dentists 
until he became a licensed dentist in 1992. 

2. Later, he submitted phony bills under his own number and that of another dentist in his 
practice until 

3. shortly after the Attorney General's Medicaid Fraud Control Unit executed a search warrant at 
his dental office in 1997. 

4. Thereafter, Hollander continued the fraud by submitting false claims under the provider 
numbers of other dentists that he recruited to work for him.



As ubiquitous as models are in human endeavors, they are, for 
the most part, isolated from one another when computer 
technology is applied. 

A model from one domain, such as weather forecasting, does 
not interact with another, such as purchasing trends and 
behavior.

But they do not have to be isolated - computers have the ability 
to execute and communicate with a vast numbers of other 
computers. 

The information grid is poised to revolutionize our ability to 
understand and manage the physical world.  

* Credit to David L Brock, The Data Center, MIT

What are their limits: 



Questions


