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INTRO

Auditing is essential to the success of your healthcare organization. It meets compliance requirements and ensures billing and coding accuracy for 
proper payment and financial stability. Use this utility guide, designed with best practices in mind, to stay organized and conduct effective audits. 
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CREATE AN AUDIT WORK PLAN

To avoid unsustainable pitfalls that lead to a 
frustrated administration and fed-up providers, 
start out with a defined plan. Organizations that 
jump into auditing without a defined plan might 
waste a lot of hard work and fail to move the 
organization forward. 

As you develop your audit plan, educate everyone 
in your organization about it. They should 
understand that the point of the audit plan 
is to measure where you are, prepare, and 
implement any needed strategy and/or process 
changes to close any gaps in documentation/
coding/billing practices that could put your 
practice at risk.

Compliance and ethics is a group effort supported 
by a company-wide culture of integrity. But 
monitoring and auditing is the heartbeat of 
compliance. It’s crucial to consider the possible 
risks that your practice faces and places where 
things could go awry. Auditing is a systemic 
approach to independently examine a function, 
commonly associated with coding vs. medical 
record documentation. You can solve for a lot of 
issues at once if audits are properly conducted.

SETTING UP YOUR AUDITS: EVERY 
GOOD AUDIT STARTS WITH BEING 
PREPARED

The quality of any organization’s auditing 
program is reliant on the leadership of the 
audit director or individual assigned to oversee 
these activities and the quality of your staff. 
The Audit Director is responsible for the quality 
of an organization’s auditing program and 
should manage the program by incorporating 
auditing best practices and nationally recognized 
professional standards.

ASK YOURSELF: 

• Does your organization have an audit 
director or someone assigned to carry 
out those equivalent activities? 

• Are they engaged in the compliance 
committee, coding leadership, billing 
leadership and other areas?

INTERNAL PRACTICE GUIDELINES 
AND POLICIES 

It’s difficult to enforce unwritten standards when 
auditing. 

When setting up your audits, the first thing 
to consider in this process is whether or not 
your organization maintains internal practice 
guidelines and policies for documentation and 
coding audit standards. Developing standard 
guidelines ensures that: 

• Audits are performed consistently and 
accurately

• Productivity is increased 

• Coders and providers are trained to meet 
expectations

When developing guidelines, be mindful of 
potential consequences. For example, requiring 
MDM for two of the three key competencies 
for established or subsequent visits, is a good 
auditing strategy (when your MAC carrier doesn’t 
require it). It helps drive the nature of the 
presenting problem and the medical necessity 
of the visit. And with the potential for over-

Identification
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documentation due to the use of EMR systems, 
you may want to consider doing this. 

UTILIZING AUDIT GUIDELINES

Develop your audit guidelines. Consider the 
following: 

• Type of E/M guideline (1995 or 1997 
guidelines) to use

• If using the 1995 E/M guidelines, define what 
equals a detailed exam

• If the chief complaint can be inferred

• Define what prescription drug management 
includes

• Define what additional work up includes

• Is MDM required for 2 of the 3 key 
components

• Provider and staff signature logs

• Define acceptable abbreviations and/or 
acronyms

• Define authentication timeline

• List approved coding tools and resources 

EDUCATE ON AUDIT GUIDELINES
Once you’ve developed your practice audit 
guidelines, use them to educate your coders 
and providers. Take the time to perform face-to-
face training whether in a group or one-on-one. 
Taking the time to effectively educate staff and 
providers upfront will prove to be a time-saver 
later on in the audit process. 

SIMPLE WAYS TO STAY CURRENT 
AND KEEP GUIDELINES ALIVE 

• Incorporate specific guidelines into your 
onboarding training for new providers and 
coders.

• Work guidelines into your annual trainings. 

• Use audit worksheets to perform your audits 
(make sure they include your organization’s 
specific guidelines). 

• Update your audit worksheets and reports. 
Make sure your coders are not using old 
worksheets or other cheat sheets that do not 
follow your audit guidelines. 

• Stay in tune with what your MAC carries 
and commercial payers are doing. Review 
their website regularly, make sure you are 
on their email list for updates (and that you 
make time to read them).

• Attend payer workshops. 

IDENTIFY OUTLIERS AND FIGURE 
OUT HOW TO PULL: SELECT YOUR 
SAMPLE

If you’re able to run a utilization report (most 
EMR’s will have this ability) take a look at your 
coding patterns. You can start with the top 
codes billed for your practice, E&M, surgery or 
known industry problems. Start small so you 
don’t get overwhelmed. There are many ways to 
pull records to audit, getting started is often the 
hardest part. Depending on the volume of your 
practice, and the resources, consider auditing 
newer records only. 

THINGS TO CONSIDER WHEN 
SELECTING YOUR SAMPLE: 

• Run a utilization report

• Will you audit by top codes billed or the 
higher dollars?

• Consider auditing by date of service

• Start small with about 10 records

• More recent dates of service 

Despite advances in technology and data 
analytics tools, most providers still prefer to 
rely on arbitrary random sampling methods for 
their compliance audits. Healthicity’s Coding and 

http://www.healthicity.com/resources/2017-medical-coding-auditing-industry-report
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Auditing Report for 2017 revealed that 75% of 
organizations continue to rely solely on random 
sampling methods for chart selection. However, 
the use of more sophisticated sampling methods 
is growing, with 25% of organizations indicating 
they have adopted the use of data analytics to 
assist in determining chart selections. 

The industry-accepted best practice for 
conducting compliance audits is to utilize a 
random sampling of medical records. However, 
given more recent advances in technology and 
data analytics, we have to ask: Are providers 
falling behind the times? The increased focus on 
fraud, waste and abuse, has many regulatory 
agencies and payer organizations adopting 
analytic and detection software tools to 
monitor medical claims. For the vast majority 
of provider organizations still using random 
sampling, this could become an outdated 
method that puts them at risk. We’ve found 
that organizations using data analytics are 
only using the information to help identify 
broad areas to target for review while still 
relying on randomized selections. For example, 
organizations might use software to help analyze 
utilization patterns of providers and identify 
those providers with high patterns of 99214 or 
99215 code types. But then conduct a random 
sampling of those codes for audit instead of 
leveraging technology to drill down deeper and 
identify specific claims for focused review. 

In order to keep pace with payers and audit 
agencies, providers need to consider changing 
old standards and begin incorporating more 
sophisticated practices that can be surprisingly 
easy, given the right tools. 

SCORING METHODOLOGIES

Decide on your scoring methodology. Things to 
consider: 

• Equal weight: total errors / total count of the 
sample

• Under-coded not counted as an error

• Weighted averages

• Fee schedule to demonstrate potential for 
overpayment

• Type of scoring should be based on the type 
of audit performed. 

• OIG uses net 95% (over-coding dollars, 
under-coding dollars, total sample dollars) as 
an acceptable passing rate. Set your passing 
threshold to match. 

WHICH SCORING METHODOLOGY 
IS RIGHT FOR YOUR 
ORGANIZATION? 

The type of scoring you use for your audits should 
be based on the type of audit or the focus of 
the audit. For example, if you are performing a 
prospective annual audit, then equal weight 
scoring is a good way for organizations to identify 
areas of potential risk, provide education and 
monitor through a follow-up audit. If you are 
performing retrospective audits then you have a 
potential risk for overpayments for over-coded 
services. But your risk for under-coded services 
may not apply, therefore, some groups choose 
to not count under-coded services as errors. 

Weighted average scoring could be used to put 
emphasis on higher-risk areas. The rationale is, if 
there is no direct risk then why count something 
as an error. For example, over-coded services 
such as EMs or surgical procedures have a higher 
impact than an EM under-coded by 1 level or a 
diagnosis code with a wrong 5th digit.

Scoring based on fee schedule and overpayments 
are often used in “payback” audits from payers 
as well as by the OIG. The government has a 5% 
tolerance (net) error range. If you reviewed 10 
DOS and converted to dollars you could have 2-3 
errors and be within the 5% range. OIG uses 95% 
of dollars from the claim.

http://www.healthicity.com/resources/2017-medical-coding-auditing-industry-report
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HIGH-RISK AREAS

Selecting an audit sample to measure accuracy 
for high risk areas may be desirable.  To identify 
your high risk areas, you will want to understand 
which (if any) of the services provided by your 
practice have been identified as frequently miss-
reported those services would be considered 
high risk. For example, if you report EM services 
with office procedures using Modifier 25 you 
may want a sample of those billing to ensure the 
modifier is being properly used.  Some common 
high risk areas to consider are listed below.

EM Levelling

Incident to EM services 

Critical Care (any time based service)

High dollar/High volume services

Modifiers 24,25,57,59

Cloning/Cut and Paste usage

EM services provided in Hospital, Nursing 
Facility, Home, etc. 

Billing units for J codes

Audit Sample Selection by Methodology Type:

USE DATA ANALYTICS & 
RANDOM SELECTION

15%

USE DATA ANALYTICS & 
FOCUSED SELECTION

10%

USE ONLY RANDOM 
SELECTION

75%
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Communication

HOW TO PUT TOGETHER YOUR 
POST-AUDIT REPORT

There are many ways to format your report 
but there are some general elements that 
should always be included in an audit report. 
Reports should meet the objective of your audit. 
However, below you can find a simple skeleton 
of elements should be in a typical compliance 
audit report for your individual provider that 
you’re conducting as part of your ongoing 
compliance program.

ELEMENTS TO INCLUDE IN YOUR 
REPORT: 

• Patient identification

• Date of service

• Comparison of audited and reported codes 

• Key documentation or coding issues

• Observation of findings for each encounter 
reviewed

• Recommendations for improvement. 

Improved code selection and/or 
strengthened documentation as appropriate. 
Organize the report in a reader-friendly style. 

POST-AUDIT COMMUNICATION 
AND TRAINING: COMMUNICATING 
REPORTS BACK TO THE 
PROVIDER/CODER. 

One of the most important audit tasks is 
delivering the post-audit results. Our goal as 
auditors is to give feedback in a way that leads to 
improvements in accuracy and documentation. 
Delivering the post-audit interview requires 
control and a little finesse. If you walk in with 
a critical attitude and list off a bunch of errors, 
you’re not going to have a positive impact. 
Instead of effecting change, you’ll just create a 
defensive environment that leads to nowhere. 

According to Healthicity’s Auditing and Coding 
Report 2017, 50% of respondents communicated 
results in person, 32% of respondents 
communicate results via email, and 18% 
communicate results in-person but in a group. 

HOW TO DELIVER AUDIT RESULTS

DON’T MAKE IT PERSONAL: 

A. Never allow yourself to respond emotionally 
to the complexities of the coding. 

B. Don’t let perceived administrative hurdles 
deter you from targeting the desired change 
(i.e., different coding or strengthened 
documentation).

C. Remember, the goal is to help them 
close documentation gaps, obtain accurate 
reimbursement for their services and protect 
revenue.

D. Your audience deserves your respect. Respect 
and patience are essential to developing a 
relationship that will allow you to effectively 
communicate important information. If 

1
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necessary, allow the provider to vent any 
frustrations with the system, the EMR, the 
coding structure. You can use these frustrations 
to segue into a teaching moment and direct the 
conversation towards solutions. Arguing won’t 
help anyone achieve their goals.

BE PREPARED WITH USEFUL 
INFORMATION AND SOLUTIONS:

A. Review the findings: The auditor providing 
this post-audit work must know the issues that 
caused any variances. Your provider will quickly 
lose interest if you simply read the report to 
them. Before the meeting, think about the 
issues and potential solutions. Discussing issues 
in order of risk is a valuable tool. Beginning 
with compliance risk (over-coding); moving 
to revenue risk (under-coding) and closing 
with diagnosis code variances proves to be an 
effective way to keep the provider’s attention.

B. Plan to Keep it simple: Don’t complicate 
the issue(s). Identify the key element(s) that 
supported the billed code as well as those that 
caused a variance. For example, you might note 
that the complexity of MDM matched the billed 

EM levels but the documentation of the history 
element did not include a family history.

C. Organize the findings: 

• Tell them what you want to talk about (EM, 
CPT, HCPCS II and/or ICD as appropriate).

• Explain (by topic) the cause of variances.

• Suggest solutions as appropriate.

• Summarize any actions to power the 
solutions.

POST-AUDIT TRAINING

When performing post-audit education, it’s 
important to do it with the right attitude. 
Remember, an auditor’s role is to be an advocate 
to both the coder and provider. You’ll have 
more success if you go in with the attitude of an 
educator or a trainer, rather than an enforcer.

There are several different effective ways to 
provide audit feedback: One-on-one, group 
training, or shadowing. A stand-alone written 
report is much less effective. Best practices 
indicate that you should tailor education to each 

provider so it’s helpful to know your providers 
so you can understand what type of training 
would be the most effective for them and ensure 
improved results. Change post-audit training 
if a provider continues to score below your 
threshold without improvement. Shadowing 
providers is a great way to understand why the 
provider is making errors: Is it due to lack of 
understanding of how to properly use the EMR, 
a lack of understanding of guidelines, or a lack of 
documentation? 

WHAT TO DO IF A PROVIDER 
CHALLENGES THE AUDIT

Be prepared to deal with the scenario in which 
the provider does not agree with your results. 
Remember to be an advocate, listen to their 
rationale, try to understand it from their clinical 
perspective. Keep an open mind. 

• Listen

• Try to understand from a clinical perspective

• Educate using approved reference

• Agree to resolution-revise or leave as is

2

3 4
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Re-
Audits

80%

Retrospectively

10%

Prospectively

10%
IDK

Yes     IDK    N

o

Formal
Audits

5
6%    29%    

15%

Does your organization require 
provider education prior to a re-audit?

Does your organization conduct formal 
audits prospectively or retrospectively?

This is why you must be prepared. If you’re in a 
situation where you’re going to tell the provider 
that their documentation did not support 
their code selection you will want to have 
authoritative resources at hand.  Authoritative 
statements of “these are the rules” may block 
effective communication. 

One way to think of it is like this, if this date of 
service was presented in a legal situation, while 
the documentation may be less than perfect 
for coding purposes , could the documentation 
support that the service was performed? If 
so, agree, include best practice findings and 
follow up on this issue in your next audit. If you 
determine that the documentation does not 
support the service, provide education using 
authoritative references to support the result.

Always show respect in these conversations.  
Medicine is both an art and a science – so, too, is 
coding.  Be prepared to demonstrate solutions 
to improve accuracy. 
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Monitoring

HIRING A THIRD-PARTY AUDITOR

When implementing your compliance audit plan, 
you’ll probably get to a point where you’ll ask 
yourself whether or not you should outsource 
coding and documentation audits. Outsourcing 
can benefit every organization by improving the 
quality of your audit and supplementing your 
compliance program among a number of other 
things.

But, before you choose to outsource, it’s 
important to learn how to evaluate an external 
audit company to ensure that you reap all of the 
benefits.

BENEFITS OF HIRING A THIRD-
PARTY AUDITOR

• Create a solid foundation: A third-party 
auditor can help you create policies and 
procedures, develop audit guidelines, and 
conduct effective post-audit training.

• Develop a support system between auditors, 
support staff, and upper management. 

• Ensure financial security

A third-party auditor can help you improve the 
quality of the audit process from the sampling, to 
performing the audit, reporting, and even post-
audit education. And a third-party auditor can 
help to ensure that your compliance standards 
aren’t compromised. 

AVOID DANGEROUS TACTICS 
WITH A THIRD-PARTY AUDITOR

It’s common for organizations to try and lower 
their standards to avoid conflict. Or maybe they’ll 
only conduct reviews every other year, or lower 
their pass rates for any type of re-auditing or 
remedial training. Or lower their sample size to 5 
instead of 10. These are very dangerous tactics.

Use of third-party auditors for coding / documentation audits

Organization Type 100% Outsource *Blended Model Never Only to Fill Knowledge Gap

Academic Medical Center 3% 10% 53% 33%

Ambulatory Surgery Center 0% 33% 50% 17%

Billing / Coding Co. 9% 29% 50% 12%

Home Health 0% 40% 40% 20%

Hospital 8% 25% 40% 27%

Long Term Care 
Facility

0% 0% 100% 0%

Medical Practice 4% 23% 55% 18%

Payer / Insurance Co. 5% 39% 37% 18%

Rehab Center 0% 50% 50% 0%

Grand Total 6% 25% 49% 20%

*Blended Model utilizes a consistent mix of both internal and external audits to complete work. 
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You can improve the quality of your audit 
results by hiring a third-party vendor who will 
most likely have additional, specialized skills 
that you may not have. A third-party audit can 
offer further validation for the education your 
coding staff has been giving providers. It can 
also provide validation to the coder that the 
physician’s documentation meets the minimal 
thresholds to support the billed codes. 

For example, we heard about a situation where 
an over-zealous, new coder was disallowing a 
portion of the provider’s services due to lack 
of documentation. However, upon further 
review of the documentation, we found that 
it did meet CMS’ minimum requirements.  
Instead of disallowing the services, we provided 
education to both the coder and physician on 
the CMS requirements and how to improve the 
documentation. 

Groups with an established audit team are 
hiring third-party auditors at an increasing rate, 
yet, not nearly enough groups are taking full 
advantage of this benefit. Survey results from 
Healthicity’s 2017 Annual Coding and Auditing 
Report show that 49% of respondents don’t 
outsource any of their auditing to third-parties. 

ADDITIONAL REASONS TO HIRE A 
THIRD-PARTY AUDITOR: 

• A cost-effective way to meet the growing 
needs of an organization that is adding 
numerous providers. 

• You get a third-party validation, independent 
review (auditors can often feel pressured by 
providers). 

• Your organization can supplement your 
compliance plan by having the vendor 
perform the audit and keep your internal 
auditors focused on post-audit training and 
follow-up. 

• An external audit can help you assess your 
internal operations and help to identify your 
strengths and weaknesses. 

   13
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Audit Resources

• CPT®/ICD-10-CM/HCPCS II books or software

• Specialty specific coding references

• CCI/NCCI edits

• Payer policies

• All medical record documentation

• Billing documents

• Previous audit results

• Healthicity Resource Center http://www.
healthicity.com/resources and blog post 
http://www.healthicity.com/blog

ICD-10 CODES: THE 
MISADVENTURES OF ADA

It’s always important to know your ICD-10 Codes. 
Some of you might use booklets, or guides, but 
here at Healthicity, in addition to the standard 
tools, we turn to Ada and her antics. The humor 
Ada provides has helped many coders through 
the ICD 10 transition. 

http://www.healthicity.com/resources
http://www.healthicity.com/resources
http://www.healthicity.com/blog
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For Auditing Tools or Expert Auditors 
please visit healthicity.com/auditservices or call 877.777.3001

Stephani Scott CPC, RHIT 

Stephani has over 20 years experience in the healthcare industry. Stephani has worked 
in a variety of settings including Hospital, Long-term care, large multi- specialty physician 
practices and Electronic Health Record software design and development. Stephani was 
also a part owner of a consulting company for many years providing services in best 
practices for physician practice management services including coding, billing, and revenue 
cycle management audits. Stephani has extensive experience in audit and compliance and 
is responsible for your overall project performance and client satisfaction.
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