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Introduction

Early 2009, in the scope of one month, 
there were dozens of cases of healthcare 
fraud and ethics violations reported. For 
example, two Texas women pled guilty 
to theft in connection with fake invoices 
to a healthcare company. A computer 
system administrator in New Jersey was 
charged with computer fraud. Had his 
scheme been successful, it would have 
caused widespread fi nancial damages and 
potential health risks to the company’s 
clients. And, in California a physician 
was arrested for dispensing powerful and 
addictive painkillers directly out of his 
offi ce without examining ‘patients’. The 
patients simply paid him cash for pills. 

Odd thing is these are not the headlines. 
They represent only the tip of the iceberg. 
As economic times deteriorate, fraud will 
increase. And, the healthcare fi eld is ripe 
for unethical choices, perhaps even fraud.

Every choice has a consequence. That 
is a statement I make each time I make 
a presentation on ethics or fraud. There 
has never been a time, at least in recent 
history, that the components for ethics 
violations and fraud are more prevalent. 
Temptation lurks in every corner. Frankly, 

I cannot imagine a more convoluted 
environment to work in today than 
healthcare. The issues are complex. Rules 
and regulations defi ne how, what and 
when healthcare is provided. More and 
more the patient feels frustration at a 
system that is too complex.

In this article I focus on fi nancial ethics 
and issues of fraud. There are many ethics 
issues that face healthcare today, but none 
that have a more direct impact on the 
healthcare providers than weaving their 
way through the process of dealing with 
money. Perhaps the best teacher is looking 
at what happened and learning from 
those experiences.

Administrative Choices and 
Consequences
Jacqueline Nugent, who was known 
at work as Jacqueline Wilkinson, was 
sentenced for mail fraud in connection 
with a fraudulent paycheck scheme at a 
Washington, DC area hospital. According 
to the US Attorney’s offi ce, Nugent had 
a job that allowed her to hire contract 
employees for the Washington Hospital 
Center. She was also responsible for 
submitting the paperwork necessary to 
ensure that the contract employees were 

paid for their work. Problem was—
Nugent submitted for pay fraudulent 
paperwork for fi ctitious employees. 
Her theft—more than $21,000. (See US 
Attorney’s News Release: http://www.
usdoj.gov/usao/dc/Press_Releases/2009%20
Archives/January/09-015.html).

Question—what controls or procedures do 
you have in place to verify that the payments 
made to independent contractors represent 
actual work performed? 

More times than not, fraud is perpetrated 
by trusted insiders. Internal control 
procedures are put in place to provide 
necessary safeguards, but they are only 
as good as the people who are entrusted 
with the programs they are designed to 
safeguard. In this case, the person with 
authority to administer the program 
abused her rights and the consequence—
federal prison.

Coding/Billing Choices and 
Consequences

Sentenced to three years in prison, 
licensed chiropractor Stephen Catterton 
was found guilty of defrauding insurers 
of $1.2 million. Between June 2001 and 
December 2006.

Catterton billed in excess of $3 million, 
and was paid in excess of $1.275 million 
from various healthcare benefi t programs 
for services he never performed or 
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provided. The US Attorney’s office 
reports that in some instances, billing 
codes for more advanced procedures 
were used when, in fact, patients only 
received massages. Catterton modified 
the billings for the services that were 
actually performed to maximize his 
reimbursement from the insurance 
companies. (See US Attorney News 
Release—January 13, 2009 - http://www.
usdoj.gov/usao/gan/press/index.html).

In a similar example, an alternative 
medicine clinic operator was charged 
with healthcare fraud. Seems that 
Chaunsay Beckwith, owner/operator of 
International Alternative Medicine, Inc., 
billed over $1.5 million in false diagnosis 
claims to insurance companies and 
Medicare, which included false diagnosis 
codes which enabled her to fraudulently 
receive $1,035,144 in payments for 
hyperbaric chamber treatments. None 
of the patients had medical issues that 
would have required hyperbaric chamber 
treatments. (See FBI News Release—,http://
atlanta.fbi.gov/dojpressrel/pressrel09/
at010809.htm).

Dr. Sushil Sheth, a cardiologist with 
privileges at three unnamed Chicago 
area hospitals, was charged with criminal 
healthcare fraud. Between January 2002 
and July 2007, he allegedly received 
approximately $13.4 million—$8.3 
million from Medicare and $5.1 million 
from other healthcare insurers, in 
fraudulent reimbursement for the 
highest level of cardiac care when those 
services were not performed. (See US 
Attorney information - http://74.125.95.132/
search?q=cache:7SzG5ItUvWsJ:www.usdoj.
gov/usao/iln/pr/chicago/2009/pr0130_01a.
pdf+Dr.+Sushil+Sheth&hl=en&ct= 
clnk&cd=17&gl=us&client=firefox-a).

In these examples there is no doubt that 
blatant fraud occurred or is alleged. But 
what happens when billing codes and 
reimbursement begin to dictate patient 
care and practical application of medical 
services? Where do you draw the line 
between ethical application of the rules 
and system manipulation?

Here’s an example. As this article is 
written, I am scheduled for an annual 
physical in a few months. Meanwhile, 
I developed a minor problem with my 
leg—nothing major—but annoying 
enough that it should be looked at. 
Go figure, but simple me (the patient) 
assumes that it would be best to kill two 
birds with one stone—get the annual 
physical done and get the leg checked out 
at the same time. So, I call the doctor’s 

office only to be told that my insurance 
will not allow billing for a physical and an 
acute problem on the same visit. I would 
have to make it two separate visits. 

Is that an ethics issue? No. In and of itself 
it is not. But, what would have happened 
if, not knowing the rules as a patient, I 
had gone in for the annual physical and 
presented the physician with an acute 
problem during the visit? Would the 
physician’s office have billed my visit 
as a physical only? Would the physician 
have refused to treat my acute problem? 
Would the office have coded both 
issues and taken their chances with the 
insurance provider? Or, is it possible that 
the office, knowing that they have to play 
the insurance game, would have billed 
both services as if they had occurred on 
separate days?

With government agencies overseeing the 
administration of Medicare and Medicaid 
along with insurance companies putting 
the financial squeeze on healthcare 
providers of all sorts, it is easy to see how 
abuse and fraud could take place. The 
stakes are high and with eroding margins, 
this creates and fosters an environment 
for fraud and abuse. Even good people 
can find themselves on the wrong end 
of an overzealous 
investigator. 

Physician Choices 
and Consequences

In early February this 
year, Neurometrix, Inc., 
agreed to a deferred 
prosecution of illegal 
payment of kickbacks 

to physicians. Neurometrix, Inc. also 
agreed to pay $2,498,337 in civil damages 
and penalties for their kickback conduct, 
and for the additional conduct of causing 
physicians to improperly bill nerve 
conduction studies to Medicare under a 
higher code than was actually performed 
by the physicians. (See US Dept of Justice 
News Release - http://www.usdoj.gov/usao/
ma/Press%20Office%20-%20Press%20
Release%20Files/Feb2009/NeurometrixPR.
html).

Question—were the physicians involved 
aware of the billing issue? Perhaps not. 

However, there is an ethical component 
to this case. From August 2004 through 
October 2006, Neurometrix, Inc. 
marketed their device through two 
referral programs where the company 
paid physicians in the form of free boxes 
of disposable biosensors to induce them 
to recommend purchase of the NC-
stat System to their colleagues for the 
purpose of conducting nerve conduction 
studies that were reimbursed by federal 
healthcare programs. 

Now the ethical question is—is it right 
to accept ‘gifts’ as an inducement for 
recommendations to others? In this case 
physicians were not indicted. However, 
by the actions of the federal prosecutors, it 
certainly would appear that Neurometrix, 
Inc. is deemed to have crossed the line 
when it comes to ethical marketing 
practices. 

In another case, Destin, FL physician, 
David W. Webb and his wife and office 
manager, Bonnie F. Webb were charged 
with healthcare fraud, the unlawful 
dispensing of controlled substances, 
identity theft, conspiracy to commit 
healthcare and wire fraud, and conspiracy 
to distribute and dispense controlled 
substances.

The 131 count indictment involving the 
distribution and dispensing of oxycodone 

I cannot imagine a more convoluted environment  
to work in today than healthcare.
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and fentanyl with death resulting from 
the use of those controlled substances 
means the defendants face a mandatory 
minimum term of 20 years’ imprisonment, 
a maximum of life imprisonment, and a 
fine of $1,000,000, on each count. (See US 
Attorney’s News Release - http://www.usdoj.
gov/usao/fln/press%20releases/2009/jan/webb.
html).

Common Threads

Choices and consequences! It is easy to 
see black and white in many of these 
examples provided above, but ethics is 
not black and white nor is it an exact 
science. Ethics, according to Merriam-
Webster is “the discipline dealing with 
what is good and bad and with moral 
duty and obligation.” Good and bad is 
a function of circumstance, not always 
defined by a clear specific action. 
Therefore, the more convoluted the 
environment, the more difficult it is to 
find the correct ethical choice.

Clearly, many of the examples I am using 
here are extremes, but there is a common 
thread that binds most all unethical 
choices that lead to fraud. It is what I refer 
to as the ‘three legged stool’ of fraudulent 
behavior. Whether it is Bernie Madoff or 
the clerk who is caught, three things are 
always present.

Need—Opportunity—Rationalization

Unethical behavior that morphs into 
fraud will always have these three 
components at their core. People often 
ask me at seminars I conduct—“How 
can I prevent fraud?” In many ways that 
answer is simple—remove one of the 
three components and the fraud fails 
or, better still, never materializes. At the 
risk of being overly simplistic, fraud 
prevention is really that simple. So let’s 
examine three simple approaches to 
reduce unethical behavior.

First, most organizations do not do 
enough of the right things to discourage 
rationalization. Oh, sure there are the 

mandatory boring ethics meetings. Let 
me repeat …boring ethics meetings. 
When those meetings are presented in 
a meaningful way that reinforces the 
company’s desire for ethical behavior, 
then the employees will become more 
conscious of choices and consequences. In 
its simplest form, if you tell an employee 
about rationalization and bring the point 
home, in most cases, it will fire those 
thought neurons that say, “Maybe I 
shouldn’t be thinking this way.” When 
that happens, behavior changes.

Another simple prevention technique 
is to eliminate opportunity. Now, as a 
former CPA, I know all too well that you 
cannot completely eliminate opportunity. 
But, effective (not burdensome) internal 
controls can make the possibility of 
fraud much more difficult. Difficult 
fraud rarely happens. Some of the 
examples above show, once we go 
beneath the surface, that there was a 
lack of control. If, for example, I get to 
hire the independent contractors and 
submit their paperwork for payment, I 
am given opportunity on a silver platter. 
Good people will make bad decisions, 
sometimes disastrous decisions, if there 
are no controls to the contrary.

Lastly, if there is no need, then there will 
be no fraud. However, need is the most 
difficult to identify. Perhaps the need in 
some of the examples above is purely 
money. Perhaps the need, like in the 
case with Bernie Madoff, is more than 
the obvious. Need can take many forms. 
Madoff’s, it is speculated, was emotional. 
Bernie could not admit that he was 
fallible. His need to be the smartest man 
in the room was too great and opened the 

door to effecting what is now the largest 
Ponzi scheme in history.

One thing that is certainly true in this 
current economic time is that if your 
employees are struggling financially—
there is need—the first element necessary 
for fraud. Better in many ways to reduce 
your work force permanently, than it is to 
try to keep them on board with less hours 
or pay and drive up the need factor.

Last Thoughts

In each of my presentations I ask the 
audience to stand and ask one question. 
“If the person to your right, left, in front 
of you or behind you, could see every 
choice you had made in your life, how 
many of you would be ashamed or regret 
one or more of those choices?” I ask them 
to be seated if they would be ashamed or 
regret a choice they made. Thus far 100% 
of the people sit. 

We all make mistakes. Sometimes those 
mistakes can be corrected. Other times 
those mistakes lead to different choices 
and as we push those grey areas of ethical 
behavior the lines can become blurred. 

Every choice has a consequence. As 
a former CPA who became a white-
collar fraudster, I know how easy it is 
to fall into the slippery slope of poor 
choice. The consequences, well, they 
are not fun. Now is the time to review 
what you do, how you do it, and ask 
yourself and organization if there is 
anything that can be done to remove 
the legs from the three legged stool of 
fraudulent or unethical behavior? The 
choice is yours! NP
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Ethics is not black 
and white nor is it 
an exact science.

Happiness is not a goal, it is a by-product. 
~Eleanor Roosevelt


