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WHAT IS 
AN AUDIT?
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RECOVERY 
AUDITS

• Health	care	fraud	is	a	persistent	and	costly	
problem	both	for	commercial	and	
government	payors	ሺsicሻ.	The	Centers	for	
Medicare	&	Medicaid	Services	ሺCMSሻ	
estimates	that	a	significant	amount	of	fee‐
for‐service	payments	are	misspent	on	
improper	payments	every	year.	To	address	
health	care	fraud,	Congress	and	CMS	have	
developed	a	variety	of	approaches	over	the	
past	several	years	to	audit	Medicare	and	
Medicaid	claims.		ሾCMS.govሿ

THE 
COMPLIANCE 

PLAN

• A	document	that,	when	properly	designed,	lays	out	the	
policies	and	procedures	that	help	to	optimize	
reimbursement	while	reducing	the	risk	of	conflicts	and	
recoupments

• Every	practice	should	have	one,	and	that’s	according	to	
OIG,	not	me!

• The	benefits	ሾCMS	Self	Audit	Toolkitሿ
• Reducing	and	preventing	improper	payments;	

• Ensuring	that	claims	submitted	are	true	and	accurate;	

• Enhancing	patient	care;	

• Speeding	up	and	optimizing	proper	claim	payment;	

• Minimizing	billing	mistakes;	

• Reducing	the	chances	of	an	external	audit;		ሺemphasis	
addedሻ
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NEW FRAUD DETECTION TECHNOLOGIES

• CMS REPORT TO CONGRESS;  FRAUD PREVENTION SYSTEM 

SECOND IMPLEMENTATION YEAR, JUNE 2014

THE FRAUD 
PREVENTION 

SYSTEM 
(FPS)

• “After	three	years	of	operations,	the	Centers	for	Medicare	
&	Medicaid	Services	ሺCMSሻ	today	reported	that	the	
agency’s	advanced	analytics	system,	called	the	Fraud	
Prevention	System,	identified	or	prevented	$820	million	
in	inappropriate	payments	in	the	program’s	first	three	
years.	The	Fraud	Prevention	System	uses	predictive	
analytics	to	identify	troublesome	billing	patterns	and	
outlier	claims	for	action,	similar	to	systems	used	by	credit	
card	companies.”	ሾCMS	Press	Release,	July	14,	2015ሿ

• These	are	moneys	you	didn’t get,	not	moneys	that	were	
recouped	after	the	fact!
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WHAT IS 
PREDICTIVE 
ANALYTICS?

PREDICTIVE ANALYTICS

• A	branch	of	advanced	statistics	that	uses	historical	data	to	make	predictions	about	future	
events

• For	our	purposes,	it	is	used	by	CMS	to	identify	fraud	using	detection	methods	such	as	coding	
rules,	anomaly	detection,	link	analytics,	etc.

• Uses	specific	algorithms	to	associate	scores	to	likely	matches

• Regression

• Kth nearest	neighbor

• Neural	networks

• Support	Vector	Machines
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WHAT ARE (ALL)PAYERS LOOKING 
FOR?

Mistake Inefficiencies Bending
Resources

Intentional
Deception

Program Integrity encompasses a range of activities to target the 
various causes of improper payments

The National Heath Care Anti-Fraud Association estimates that health care fraud accounts for approximately 3 percent of the 
nation's $2.26 trillion in health care spending.

• RAC – Recovery Audit Contractor (including Medicaid)
• ZPIC – Zone Program Integrity Contractor
• UPIC – Unified Program Integrity Contractor
• MIC – Medicaid Integrity Contractor
• MAC – Medicare Administrative Carrier
• CERT – Comprehensive Error Rate Testing
• HEAT - Health Care Fraud Prevention and Enforcement Action 

Team
• PERM – Payment Error Rate Measurement
• PSC – Program Safeguard Contractor (MIP)
• OIG – Office of the Inspector General
• DOJ – Department of Justice

Government Audi t ing Ent i t ies
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Avoid improper payments (over and under 
payments) and

Recoup what they say are improper payments at 
a (much) later date.

1

2
Time and Frequency based on contract language3

Rules are a bit nebulous (depends on economy)

There is often no limit on number of records

4

5
Review criteria most often based on CMS rules6

Private Payer Audi ts

5

4

3

2

1

Time

Modifier Utilization

Procedure code utilization by RVU

Procedure code utilization by frequency 

Evaluation and Management codes

The Big Five
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Audi t  Resul ts  by Review Type 

Expected value

Semi-automated reviews

Focused (Complex) reviews

Automated reviews

The Audi tor ’s  approach
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CONDUCTING A SELF-AUDIT

• CMS AND PRIVATE PAYERS EXPECT, AND OFTEN REQUIRE THAT YOU CONDUCT YOUR OWN 

INTERNAL SELF-AUDITS ON A REGULAR BASIS.

WHAT IS CERT
COMPREHENSIVE ERROR RATE TESTING
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THE CERT 
REVIEW 
PROCESS

CERT randomly selects a sample of claims submitted to Carriers, FIs, and MACs during each 
reporting period.

Request medical records from the health care providers that submitted the claims in the 
sample.

Review the claims in the sample and the associated medical records to see if the claims 
complied with Medicare coverage, coding, and billing rules, and, if not, assigning errors to 
the claims.

Where medical records were not submitted by the provider, classifying the case as a no 
documentation claim and counting it as an error.

Sending providers overpayment letters/notices or making adjustments for claims that were 
overpaid or underpaid.
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HIGH-LEVEL SUMMARY

2018 IMPROPER PAYMENT RATES AND PROJECTED 
IMPROPER PAYMENTS BY CLAIM TYPE (DOLLARS IN BILLIONS) 

Table A1: 2018 Improper Payment Rates and Projected Improper Payments by Claim Type (Dollars in Billions) (Adjusted for 
Impact of A/B Rebilling) 
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2018 NATIONAL IMPROPER PAYMENT RATES BY ERROR 
CATEGORY 

COMMON CAUSES OF 
IMPROPER PAYMENTS COMMON CAUSES OF IMPROPER PAYMENT BY TYPE

TABLE L1: SERVICE-SPECIFIC OVERPAYMENT RATES
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TABLE M1: SERVICE-SPECIFIC UNDERPAYMENT RATES

2019
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FROM THE 2019 OIG WORK PLAN

• PHYSICIANS BILLING FOR CRITICAL CARE EVALUATION AND MANAGEMENT SERVICES

• REVIEW OF POST-OPERATIVE SERVICES PROVIDED N THE GLOBAL SURGERY PERIOD

• MEDICARE PART B PAYMENTS FOR END-STAGE RENAL DISEASE DIALYSIS SERVICES

• ACO’S STRATEGIES AIMED AT REDUCING SPENDING AND IMPROVING QUALITY

• MEDICARE PAYMENTS MADE OUTSIDE OF THE HOSPICE BENEFIT

• QUESTIONABLE BILLING FOR OFF-THE-SHELF ORTHOTIC DEVICES

• MEDICARE PART B PAYMENTS FOR PSYCHOTHERAPY SERVICES

• PHYSICIAN-ADMINISTERED DRUGS FOR DUAL ELIGIBLE ENROLLEES

• PROLONGED SERVICES - REASONABLENESS OF SERVICES

AUDITORS LOOK AT MORE THAN JUST E&M
Modifier 25

Time
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THE AUDIT 
PLAN

• Ultimately,	the	goal	of	any	compliance	plan	is	
the	creation	of	the	audit	plan

• The	audit	plan	is	a	concise	document	or	
worksheet	that	details,	at	the	sevice level,	those	
procedures	codes	and	modifiers	subject	to	an	
internal	review

• CMS	and	private	payers	expect	that	you	are	
going	to	self‐monitor	your	coding	and	billing	
and	report	when	you	have	found	an	error

• Without	the	audit	plan,	the	compliance	plan	is	
nothing	more	than	a	policy	and	procedural	
binder	stuck	on	a	shelf	somewhere

TRADITIONAL APPROACHES

• Probe	Audits	ሺunstable,	unpredictable,	very	poor	ROIሻ

• Compare	rank	positions	ሺinadequate	without	varianceሻ

• Establish	variance	ሺinadequate	without	frequencyሻ

• Factoring	frequency	by	variance	ሺhuge	scalar	differencesሻ

• CMS	has	made	it	clear	that	practices	need	to	do	more	to	
identify	aberrant	coding	behavior
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THE PRE-AUDIT ANALYSIS

QUANTITATIVE METHODS

TOP 25 FREQUENCY COMPARISON

439 * .1967 = 86

200 * 1.0504 = 210

156 * 1.5154 = 236

99 * 4.0986 = 406
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EXPECTED V. OBSERVED ANALYSIS

TOP 25 RVU COMPARISON

2,331.79 * .6180 = 1,441

1,300.26 * .9457 = 1,229

1,300.26 * .9457 = 3,110
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MODIFIER UTILIZATION - SUMMARY

1,831 * 20.5394 = 37,608

185 * 44.8333 = 8,294

468 * 5.2861 = 2,474

208 * 9.4270 = 1,961

ASSESSED TIME ANALYSIS

• HARVARD/RUC TIME ASSESSMENTS ARE ASSIGNED TO EACH CODE IN ORDER 

TO ASSESS BELIEVABILITY OF REPORTED PROVIDER WORK LOAD IS HOURS

• VISIBLE RISK IS BASED ON OIG STANDARD OF 2.5 TIMES FMV

• 5,000 HOURS

• LATENT RISK IS A FACTOR OF FTE RATIO AND OBSERVED TIME

• ESTABLISHES WHAT TIME WOULD LOOK LIKE IF
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EXAMPLE TIME COMPARISON

E/M INTRA-CATEGORY CALCULATIONS

1. Record frequency and current RVU ($) 
value

2. Multiply to calculated total RVUs ($)
3. Create frequency distribution 

calculation
4. Compare to national distribution
5. Calculate difference (variance)
6. Redistribute the frequency
7. Calculate differences
8. Positive tends towards under-utilization 

comparison while negative trends 
towards over-utilization comparison
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CONTROL ANALYSIS AND RVU EXPOSURE

SIMULTANEOUS ANALYSIS OF UTILIZATION
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COMPARISON ACROSS SIMILAR PROVIDERS

WHAT CAN WE EXPECT IN THE NEAR FUTURE?

• More	aggressive	audits	using	extrapolation

• Forensic	auditing	techniques

• Private	payers	adopting	more	advanced	target	acquisition	systems

• More	scrutiny	on	CDI	engagements	ሺe.g.	Providence	Whistleblower	Caseሻ

• More	funding	for	compliance	audits	and	investigations

• Recommended	burden	reduction	strategies	will	not	affect	audit	progress
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QUESTIONS?
(NOW IS YOUR CHANCE!)

Frank Cohen
fcohen@drsmgmt.com
800.635.4040

FRANK COHEN

DOCTORS MANAGEMENT, LLC

Booth 509

fcohen@drsmgmt.com

800.635.4040


