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M
edicare investigations and
audits of physician prac-
tices are very common,
more so than you may
think. In the fiscal year

ranging from October 1, 2005 through
March 31, 2006, the Office of Inspector
General (OIG) reported that it expected
to recover $288 million through its
nationwide audits of practices. This
agency also reported exclusions of 1,540
individuals and entities for fraud and
abuse involving Federal Health programs
and and/or their beneficiaries. And it’s
not just the government you have to
watch out for, because private insurance
companies are also pursuing physician
practices through audits and fraud inves-
tigations. 

When both the government and the
insurance industry want to take a peek at
your records, it may be a wise choice to
look at them first yourself to be sure
everything is in order. This article will
discuss the types of audits and how to
develop an internal audit process for your
practice to avoid an audit in your future.

Audit 101: The Basics of Defensive
Accounting
Medicare audits fall into two broad cate-
gories: Prepayment audits, which as the
name suggests review claims before
Medicare pays the physician, and post-
payment audits, which analyze claims
after Medicare reimburses the physician. 

In general, physicians should be more
concerned with postpayment audits than
prepayment audits because this occurs
after the money has already been
exchanged and must be accounted for. In

contrast, prepayment audits are the most
common audits and also the least worri-
some. Approximately two years ago, the
Health Care Financing Administration
(HCFA) instructed Medicare carriers to
randomly sample physician claims on a
prepayment basis. These random reviews
typically seek only one or two claims
from a physician. Some carriers may also
conduct more extensive prepayment
audits.

Both types of postpayment audits—
comprehensive and focused—usually
explore statistical aberrations. For exam-
ple, carriers typically audit physicians
who use a code much more frequently, or
less frequently, than other physicians in
that specialty throughout the state or the
nation. Patient complaints can also trig-
ger reviews.

In a focused medical audit, the carrier
often informs the physician of the results
in hopes of changing the physician’s cod-
ing practices rather than recouping an
overpayment. Sometimes, though, the

carrier may choose to collect an overpay-
ment or place the physician on prepay-
ment review. 

This is different from comprehensive
medical reviews, which nearly always
result in an overpayment assessment,
making them the most significant type of
audit. In a comprehensive medical review,
the carrier reviews a sample of a physi-
cian’s claims and uses that sample to cal-
culate a projected overpayment. The
Medicare carrier usually selects a very
small sample of records in these audits,
reviewing only 10 to 15 charts. The carri-
er uses the sample results to project an
overpayment for the reviewed codes over
a period of months or years. 

Protecting Yourself From an Audit
It is important for neurologists to develop
an internal billing audit process to devel-
op in their practices to ensure appropriate
payment and compliance with the appli-
cable laws. Ideally, the practice’s account-
ants should perform a prospective audit
annually to identify and address potential
errors. In a prospective billing audit, a
designated staff person reviews claims
before they are submitted to the payers to
review for coding errors, documentation
requirements and adherence to health
plan medical payment policies. If the
audit reveals a pattern of repeated billing
errors, it’s time to consult with a health
care attorney to determine appropriate
action. The staff should also determine
what the billing problem is and find a
way to fix it so that it does not continue
to occur. 

It is important for both physicians and
practice staff to participate in the audit
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process for best results. Some practices
designate a staff member who has a
strong background in CPT coding and
documentation guidelines or can hire an
outside consultant with this knowledge
base. There are four key steps to prepar-
ing for and completing a billing audit:

1. Create a compliance audit and
monitoring program for your practice.
For a framework, look at the OIG docu-
ment “Compliance Program Guidance
for Individual and Small Group
Practices,” which is available on their
website at www.hhs.gov/oig. Your prac-
tice can adapt this guide to fit its billing
policies and procedures.

2. Review a report of each physician’s
services and how frequently they have
been performed over a three- to six-

month period. The physician’s evaluation
and management (E/M) frequency data
usually is distributed according to a bell
curve; however, there are differences
among specialists because of a number of
factors. For instance, according to
Medicare data, neurologists generally per-
form proportionally more higher intensi-
ty E/M services than other specialties (see
Table 1). If your practice’s coding distri-
bution varies greatly from this data, you
should review your E/M supporting doc-
umentation and understand why your
distribution is different from your peer
group.

3. Develop an audit “workplan” for
your practice. Identify the type and the
size of a sample that you will draw and
how you will identify the factors in the

sample (random, select payers, all payers).
You should think about specific risk areas
that could exist in your practice and how
you will address those in your audit.

4. Use a claims checklist to identify a
claim’s appropriateness of coding, docu-
mentation and completeness. Examples
of checklist items are as follows:

• Was the service performed and doc-
umented correctly?

• Are the correct physician and prac-
tice identification numbers listed on the
claim?

• Did you select the correct CPT
code?

• Have you appended all appropriate
modifiers to the CPT?

• Does the patient’s chart documenta-
tion match the CPT code billed?

• Are there any issues specific to your
practice that should be included?

“X” Marks the Problem
Once you have completed this billing
audit, it is important to review the rele-
vant findings with the appropriate mem-
bers of your staff. Most staffers have a
direct role in ensuring billing compliance
and documentation, so you may need to
retrain your staff on key issues that the
audit reveals. 

You may also want to consider 
some supplemental compliance training
for you and your employees. Medicare
offers free training CD-ROMs and videos
through its web site at  www.cms.
hhs.gov/medlearn. It also may be worth-
while to either send your staff to an out-
side seminar or bring in a qualified cod-
ing trainer to provide an educational pro-
gram. Whatever you decide, it is impor-
tant to keep written records of training
efforts in your practice. PN
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