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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as 
amended, is to protect the integrity of the Department of Health and Human Services (HHS) 
programs, as well as the health and welfare of beneficiaries served by those programs.  This 
statutory mission is carried out through a nationwide network of audits, investigations, and 
inspections conducted by the following operating components: 
 
Office of Audit Services 
 
The Office of Audit Services (OAS) provides auditing services for HHS, either by conducting 
audits with its own audit resources or by overseeing audit work done by others.  Audits examine 
the performance of HHS programs and/or its grantees and contractors in carrying out their 
respective responsibilities and are intended to provide independent assessments of HHS 
programs and operations.  These assessments help reduce waste, abuse, and mismanagement and 
promote economy and efficiency throughout HHS.     
     
Office of Evaluation and Inspections 
 
The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, 
Congress, and the public with timely, useful, and reliable information on significant issues.  
These evaluations focus on preventing fraud, waste, or abuse and promoting economy, 
efficiency, and effectiveness of departmental programs.  To promote impact, OEI reports also 
present practical recommendations for improving program operations. 
 
Office of Investigations 
 
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of 
fraud and misconduct related to HHS programs, operations, and beneficiaries.  With 
investigators working in all 50 States and the District of Columbia, OI utilizes its resources by 
actively coordinating with the Department of Justice and other Federal, State, and local law 
enforcement authorities.  The investigative efforts of OI often lead to criminal convictions, 
administrative sanctions, and/or civil monetary penalties. 
 
Office of Counsel to the Inspector General 
 
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, 
rendering advice and opinions on HHS programs and operations and providing all legal support 
for OIG’s internal operations.  OCIG represents OIG in all civil and administrative fraud and 
abuse cases involving HHS programs, including False Claims Act, program exclusion, and civil 
monetary penalty cases.  In connection with these cases, OCIG also negotiates and monitors 
corporate integrity agreements.  OCIG renders advisory opinions, issues compliance program 
guidance, publishes fraud alerts, and provides other guidance to the health care industry 
concerning the anti-kickback statute and other OIG enforcement authorities. 

 





 
 

EXECUTIVE SUMMARY 
 
BACKGROUND 
 
Long-Term Care Hospital Classification 
 
A long-term care hospital (LTCH) is one of a number of hospital types where Medicare 
patients receive services.  Hospitals classified as LTCHs must meet certain requirements as 
defined in the Social Security Act (SSA) § 1886(d).  Congress enacted SSA § 1886(d)(1)(B) 
(iv) to regulate what type of hospitals qualify for reimbursement as a LTCH.  The Centers for 
Medicare & Medicaid Services (CMS), which administers the Medicare program, directed the 
Medicare fiscal intermediaries (FI) to verify that LTCHs complied with Federal requirements. 
 
Pursuant to 42 CFR § 412.23, patients admitted to LTCHs must be in need of hospitalization 
for greater than 25 days and typically have multiple or complex medical complications.  In 
this respect, LTCHs must have an average Medicare inpatient length of stay of greater than 25 
days, which includes all Medicare covered and non-covered days and omits all Medicare 
leave and pass days.  However, hospitals that were excluded from the prospective payment 
system in 1986 were subject to a different length of stay requirement.  These hospitals must 
have an average inpatient length of stay for all patients of greater than 20 days. 
 
Asheville Specialty Hospital (Specialty), located in Asheville, North Carolina, is a 32 bed 
LTCH, fully licensed by Medicare.  Specialty offers its services to patients who are in need of 
extended hospital stays and have complex medical conditions.  Specialty was subject to the 
25-day average length of stay requirement. 
 
OBJECTIVE 
 
Our objective was to determine whether Specialty Hospital’s average Medicare inpatient 
length of stay met the Federal regulations required for Specialty to qualify as a LTCH. 
 
SUMMARY OF RESULTS 
 
For fiscal year 2006, Specialty Hospital’s average Medicare inpatient length of stay exceeded 
25 days.  Thus, Specialty Hospital complied with Federal regulations governing average 
length of stay, and its classification as a LTCH was proper.  Therefore, we are not offering 
any recommendations.  
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INTRODUCTION 
 
BACKGROUND 
 
Long-Term Care Hospital Classification 
 
A long-term care hospital (LTCH) is one of a number of hospital types where Medicare 
patients receive services.  Hospitals classified as LTCHs must meet certain requirements as 
defined in the Social Security Act (SSA) § 1886(d).  Congress enacted SSA § 1886(d)(1)(B) 
(iv) to regulate what type of hospitals qualify for reimbursement as a LTCH.  The Centers for 
Medicare & Medicaid Services (CMS), which administers the Medicare program, directed the 
Medicare fiscal intermediaries (FI) to verify that LTCHs complied with Federal requirements. 
 
Pursuant to 42 CFR § 412.23, patients admitted to LTCHs must be in need of hospitalization 
for greater than 25 days and typically have multiple or complex medical complications.  In 
this respect, LTCHs must have an average Medicare inpatient length of stay of greater than 25 
days, which includes all Medicare covered and non-covered days and omits all Medicare 
leave and pass days.  However, hospitals that were excluded from the prospective payment 
system in 1986 were subject to a different length of stay requirement.  These hospitals must 
have an average inpatient length of stay for all patients of greater than 20 days. 
 
Calculation of the Average Length of Stay 
 
Federal regulations (42 CFR § 412.23(3)) define the average length of stay calculation:  The 
average Medicare inpatient length of stay  “. . . is calculated by dividing the total number of 
covered and non-covered days of stay of Medicare inpatients (less leave or pass days) by the 
number of total Medicare discharges for the hospital's most recent complete cost reporting 
period . . . .”1 
 
Asheville Specialty Hospital 
 
Asheville Specialty Hospital (Specialty), located in Asheville, North Carolina, is a 32 bed 
LTCH, fully licensed by Medicare.  Specialty offers its services to patients who have complex 
medical conditions and are in need of extended hospital stays.  Specialty’s patients often have 
multiple system failure and are debilitated by conditions such as neurological disorders, 
cardiac and pulmonary conditions, wound care, and dialysis needs.  Specialty was subject to 
the 25-day average length of stay requirement. 
 
 

                                                 
1Pursuant to 42 CFR § 412.23(3)(ii), beginning on or after July 1, 2004, when calculating the hospital's average 
length of stay, if the days of a stay of an inpatient involve days of care furnished during two or more separate 
consecutive cost reporting periods, that is, an admission during one cost reporting period and a discharge during 
a future consecutive cost reporting period, the total number of days of the stay are considered to have occurred in 
the cost reporting period during which the inpatient was discharged. 
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OBJECTIVE, SCOPE, AND METHODOLOGY 
 
Objective 
 
Our objective was to determine whether Specialty Hospital’s average Medicare inpatient 
length of stay met the Federal regulations required for Specialty to qualify as a LTCH. 
 
Scope 
 
We based our review on Specialty’s fiscal year (FY) 2006, the most recently completed cost-
reporting period at the time of our review.  Our review focused on the Medicare cost report 
and the daily midnight census report.  We limited our review to the number of Medicare 
inpatient days and discharges reported in FY 2006. 
 
We also reviewed Specialty’s records in support of the daily midnight census report including 
Specialty’s Provider Statistical and Reimbursement Report and CMS forms UB-92. 
 
We performed our review at Asheville Specialty Hospital in Asheville, North Carolina. 
 
Our objective did not require a complete understanding or assessment of Specialty’s internal 
control structure.  We limited our review of internal controls to those controls supporting 
Specialty’s cost reporting of Medicare inpatient days and discharges. 
 
Methodology 
 
To accomplish our objective, we: 
 

• reviewed § 1886(d)(1)(B)(iv) of the SSA and 42 CFR §§ 412.22 and 412.23, which 
regulate what type of hospitals qualify for reimbursement as a LTCH; 

 
• contacted Mutual of Omaha’s Technical Support, Appeals, and Reopening Manager of 

Medicare Audit & Reimbursement and discussed providers of which Mutual of 
Omaha had not performed an average length of stay review; 

 
• discussed Specialty’s FY 2006 cost report and supporting records with Specialty’s 

Chief Executive Officer, Chief Financial Officer, Patient Access Director, and the 
Assistance Controller; 

 
• assessed whether  the hospital was excluded from the prospective payment system in 

1986;  
 

• reviewed the Medicare inpatient days and discharge data reported on worksheet S-3, 
Part I of the cost report; 

 
• verified the accuracy of Medicare inpatient covered days and discharge data through 

the hospital’s FY 2006 daily midnight census reports; 
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• recalculated Specialty’s average length of stay on a monthly basis; and 

 
• discussed the review with hospital personnel and CMS officials. 

 
We conducted this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives.  We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objective. 
 

RESULTS OF AUDIT 
 
Our FY review determined that the average Medicare inpatient length of stay was 25.1 days.  
Thus, Specialty Hospital complied with Federal regulations governing the average length of 
stay, and its classification as a LTCH was proper.  Therefore, we are not offering any 
recommendations. 
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