Moving Beyond RAC Management
_The Executiveso Rol e

I n Ri sk
As healthcareleaders evaluatethe potential financial implications of
audit programsto their bottom lines, top executivesare prioritizing
selectclinical and financial improvementnitiatives that limit exposure
Within this executivebriefing, H*Works will highlight several senior
leadership techniques for championing reform efforts, prioritizing
improvemengctivitiesand proactivelydeployingscarcelabor resources
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Introduction to H*Works

The Advisory Board in Brief

Thie E\Works Bitension w Membership of oveR,700hospitals, academic medical
centers, health systems, and supporting organizations

w Many of the most prestigious and progressive institutions
in the U.S. including: The Mayo Clinic, Cleveland
Best Practice Reports and Education Customized Implementation Clinic, Johns Hopkins, and Massachusetts General

w 11 membership programs providingdtepth best
top 25% Idea T practices resea_rch on areas such as clln!cal operations,
Installation strategy, financial management, IT, nursing, and
P marketing

Advisory Board Research HxWorks Extension

Best Practice
Selection

Performance

Benchmarking H*Works in Brief
e ‘ w Strategic and operational best practice implementation

— ek Focus on rapid installation of best practices leading to

Discussion ‘ Ohgitts measurable and sustainable results
Tracking

Support w Over1,000engagements conducted across the U.S. with
: 1 gt academic medical centers, community hospitals, and

Best
Practice
Reports

o I~arge. integrgted delivery systemys 96% of clients .
o Problem iwilling to recommendo H*

Analysis . T . -
Roundtables w Experienced mukdisciplinary staff including former
Original Inquiry hospital COOs, MDs, RNs, RN Managers, and former
Member Reports

Mectiigs hospital consultants from such firms as McKinsey,
APM/CSC, Ernst & Young, and Deloitte & Touche
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Road Map for Discussion

1 Overview of Impact
\ﬁ 2 Recognizing Flashpoints
\ﬁ 3 Strategies to Minimize Risks
\ﬁ 4 The H*Works Consulting Approach

© 2009 H*Works Consulting, The Advisory Board Company



Theydre Here

Medicare PosPayment Review Threatens Profitability at Hospitals Across US

Hospital System in Northern CA Community Hospital in NY

A CA hospital system is still A 400-bed community hospital in

fighting claims related to the $11 the Greater New York City area

million in RAC! overpayment received $2 million in

determinations leveled against overpayment determinations

the system since 2005. following a RAC review of $9
million in claims

— - —

Community Hospital in FL

Community Hospital in Southern A 200-bed community
FL hospital faced $2 million in
CEO at a 40®ed community | overpayment determinations

in CV services alone after th
RAC audit.

11

hospital is forced to postpone
plans to build a new AMC after f—————+—
the hospital faced $13.6 million in
overpayment decisions
contributing to a $28 million loss
in 2007.

Source: CMS RAC Program Update to the Evaluation of
the 3Year Demonstration, January 2009; Financial
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Our Worst Nightmare?

Part A Overpayment Determinations

779 Medical
Record
Requests
v v
202 DRG
127 Admission Reassignment/
Denials Recoupment
Letters
Total | |
Overpayments:  $2.7M $3.4M
100% 100%
Appealed Appealed
y y
66 62
Reversals Reversals
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Part B Overpayment Determinations

1,680 Claim

Recoupment
Letters

v
$360K

—— Case in Brief

T A A 1,035bed hospital

(D) & (D located in the Northeast

%%@MM %% A Demonstration RAC:

= Connolly Consulting
Ryan A $6.5M in RAGidentified

1 Pseudonym
Source: Financial Leadership Council interviews and analysis.




Assessing Risk in an Uncertain Environment

Revenue At Risk A Major Cause for Concern
Total Medicare Revenue At Risk, Based on Demonstration States

_ Medicare Payer Mix

Total

Admissions 20%

(All Payers)

5,000 $452,777
10,000 $912,629
15,000 $1,429,077
20,000 $1,888,929
25,000 $2,348,780
30,000 $2,865,229

30% 40% 50%
$686,240 $912,629 $1,146,092
$1,429,077 $1,888,929 $2,348,780

$2,122,392

$2,865,229

$3,551,469
$4,761,233

$5,963,922

A Material Impact on the Bottom Line

Hospitals Preparing for Changes on their Ledger

One Hospital o6s

A AnnualRecor ds

A AveragglDver payment

A AnnualRevenues

60%

$1,429,077
$2,865,229
$4,301,381
$5,737,533
$7,166,610

$8,602,762

Requested by R

For egon®loMw. .

Exper

Determi nati on
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Source: H*Works interviews and analysis.
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More than Just RACs

Providers Inundated by Government Audits

Timeline of Government Audit Contractor Growth

2003 2004 2005 2006 2007 2008 2009 2010
(] > ® 9 X

12/8/2003: Medicare Modernization Act

AAuthorized the review of Medicare 9/30/2008: First_ZRIC Jgrisdictiph Contra;t Awarded
claims for overpayments and fraud by AZPIC_S tasked with identifying bll!lng p'ract'lces and
Recovery Audit ContractorRACS), services that pose the greates_,t flnan0|a! risk to the
Medicare Administrative Contractors Medicare Program for further investigation
(MACs) and Zone Program Integrity 7/7/2009: Remaining MAC Jurisdiction Contracts Awarde
ContractorsZPICs) AMACSs responsible for identifying discrepancies betweén

Medicare Part A and Part B claims with the authority tc

3/1/2005: RAC Demonstration Begins revise reimbursement payments.

ARAC Contractors start reviewing Medicare

claims in California, Florida, and New 8/14/2009: Permanent RAC Program Rollout Begjns
York, ARACs post CMS approved issues and start reviews
2/26/2006: Deficit Reduction Act (DRA) of 2005 12/1/2009: Projected MIC Rollout Completion Date
AMedicare Integrity Contractors (MICs) authorized AMedicaid Integrity Program will be fully operational
to audit Medicaid claims for instances of fraud nationwide by the end of calendar year 2009
and overpayments ACMS notes that MICs are already handling 500+

audits in 17 states

17/15/2009: CMS Open Door Forum: MIP Audit Program

Sourceswww.cms.hss.gov/RAC

www.cms.hhs.gov/mediaidintegrityprogram
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http://www.cms.hss.gov/RAC
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More Concerning than RAC?

|
Medicaid Integrity Program

Program Overview

Comprehensive

Medicaid Integrity
Plan

Support and

PR SRR Assistance for States

A CMS to employ 100 fuil
time equivalent employees
to provide support to the
states

A Planned field operations
include state program
integrity oversight reviews
and provision of training
and technical assistance to
states

A CMS procurement and
oversight of Medicaid
Integrity Contractors (MICs)

A MICs awarded contracts to
conduct reviews, claims
audits, and provider
education

A CMS to coordinate data
driven fraud research and
detection identify emerging
fraud trends

© 2009 H*Works Consulting, The Advisory Board Company

Differences from
RAC

A No set limits on number of
medical records or claims that
can be requested for review

A Audit processes will vary by state

A State rules determine number of
days provider has to respond to
MIC medical record requests

A Feefor-service compensation
model for MICs (no contingency
fees)

A MICs will perform desk audits
and onsite reviews

Source: CMSComprehensive Medicaid Integrity Plan of the
Medicaid Integrity ProgramJune 2008; Financial
Leadership Council interviews and analysis.
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Road Map for Discussion

1 Overview of Impact
\ﬁ 2 Recognizing Flashpoints
\ﬁ 3 Strategies to Minimize Risks
\ﬁ 4 The H*Works Consulting Approach
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A Window to the Future?

Top Demonstration Program Target Areas

Overpayments Collected by Error Type Value of Overpayments Collected (Net of Appeals)
Cumulative through 3/27/08 Cumulative through 3/27/08
$391.3M

Incorrect $331.8M

Coding

$160.2M
Medically $74.5M
No/Insufficient Unnecessary :
Documentation
Other Medically Incorrect  Other No/Insufficient
Unnecessary Coding Documentation

Source: CMSThe Medicare Recovery Audit Contractor (RAC)
Program: An Evaluation of the-8ear Demonstrationr2008
© 2009 H*Works Consulting, The Advisory Board Company 10



Four Key Areas of Vulnerability

Approximately90% ofRecoupments from Demonstration Project Related to Key
Clinical or Operational Processes within Hospital

ﬁ ﬁ o 0. °
Patient Medical . - Denials
Access Necessity Coding/Billing Management

Source: H*Works interviews and analysis.
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Errors Originating at Registration

Registrars Making Flawed Decisions

. . Procedure
Handwritten Orders Registrar
ORDERS @ Inpatient Only List
—A———
—— '
s
ORDERS
. . Mass
A Orders incomplete, A Registrar uses software to
illegible translate written diagnosis
AIncomplete into ICD-9 codes
information for A . .
procedure Spgllmg errors anq minor
justification _deV|at!ons in Wordlng_ result
in coding discrepancies Tumor
A No crosscheck of procedure
ordered with Medicare

inpatient only list

Source: Financial Leadership Council and H*Works

interviews and analysis.
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Whittling Down the List

Care Setting Drives Top Medical Necessity Denials

Top Inpatient Hospital Services with Overpayments from Demonstration

Cumulative Collections Through 3/27/08
Example DRGs

Surgical procedure

! i $88.0M 99, 247,251,254,
in wrong setting

473,491, 627, 748

Excisional debridemen $66.8M
Cardiac defibrillator $64.7 226, 227, 24245,
implant in wrong settin ' 258262
Treatment for heart failure an $33.1M 291-293

shock in wrong settin

Respiratory system diagnos

with ventilator suppor $31.6

B Medically Unnecessary [l Incorrect Coding

Source: CMSThe Medicare Recovery Audit Contractor (RAC)
Program: An Evaluation of the-8ear Demonstratiar2008.
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Typical Admission Review Process

Reviews occur
Mondayi Friday,
7 a.mi 3:30 p.m.

Admission
decision
made in the
ED by the
ED
physician or
Admitting
physician

Order sets
include a box
for the
physician to
indicate
AAdmi f
to | npa
iAdmit
Observa
or write an
order to say
the same

Case Manager
or UR nurse
reviews the

admission

within 24i 48
hours of the

admission for

medical
necessity

© 2009 H*Works Consulting, The Advisory Board Company

Physician Advisor most often

not available or dedicated to

assist in determining risk or
assist in decision making

Criteria are applied
to see if patient
meets inpatient

status; criterianost
commonly used

InterQual
Milliman, or
internally created

If criteria is not
met the CM or
UR Nursemay
leavea noteor call
the Admitting
physician for more

information

Final
determination
usually made

basedn
meeting/not
Meeting criteria

Source: H*Works interviews and analysis.



What are the Standards Regarding Medical Necessity?

482.30 Condition of Participation
Utilization Review

The hospital must have in effect a utilization
review (UR) plan that provides for review of
services furnished by the institution and by
members of the medical staff to patients
entitled to benefits under the Medicare

and Medicaid programs.

Interpretive Guidelines

A The hospital UR pl a
a delineation of the responsibilities

and authority for those involved in the
performance of UR activities. It should
also establish procedures for the review
of the medical necessity of admissions,
the appropriateness of the setting,

the medical necessity of extended
stays, and the medical necessity of
professional services.

© 2009 H*Works Consulting, The Advisory Board Company

482.30(c) Standard
Scope and Frequency of Review

The UR plan must provide for review for
Medicare and Medicaid patients with respect
to the medical necessity of

(i) Admissions to the institution; (ii) The
duration of stays; and (iii) Professional
services furnished including drugs and
biologicals.

dnkepretivelGuidetined  482.80(c)

A Admissions may be reviewed before,
during, or after hospital admission as stated
in the hospital ds UR

A Reviews may be conducted on a sample
basis, except for reviews of extended stay
cases.

15



A Lingering Issue

Room for Improvement in Documentation

Percentage of Charts with at Least One Documentation Error that
Could Have Impacted Charge Capture (2008)

N=19

51%75%

11%25%

0%-5%

6%-10%

Source: Financial Leadership Council 2008 Member
Survey of Revenue Cycle Operations.
© 2009 H*Works Consulting, The Advisory Board Company 16



The Imperfect Claim

Billing Office is the Last Line of Defense in Claims Submission

Patient Inaccurate Claim Sent to Hospital Payment Not
Registered Data Obtained Payer Receives Denial Received

Billers must interject
prior to claim
submittal to facilitate
payment and prevent
denial

Source: H*Works interviews and analysis
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Accuracy Still an Issue for Coding

Survey Reveals Coding Errors Lead to Significant Business Office Rework

Sources of Errors Leading to Business Office Rework

Percentage of Total Rework
N=25

Demographic
Information

Insurance
Information
Coding
Other
Physician
Documentation

Source: Financial Leadership Council 2008 Member
Survey of Revenue Cycle Operations
© 2009 H*Works Consulting, The Advisory Board Company
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A Growing Problem?

Plurality of Denials Attributed to Medical Necessity Errors

Source of Errors Leading to Denials as a Percentage of Total Denials

2006
n=52
Medical
Necessity Eligibility
23%
Demogr% Authorizations
Information

© 2009 H*Works Consulting, The Advisory Board Company

2008
n=37

Medical

Necessity Eligibility

Demographic Authorizations

Information

Source: Financial Leadership Council 2006 Member Survey of Revenue Cycle Operatior

Financial Leadership Council 2008 Member Survey of Revenue Cycle Operation:
19



Road Map for Discussion

1 Overview of Impact
\ﬁ 2 Recognizing Flashpoints
\ﬁ 3 Strategies to Minimize Risks
\ﬁ 4 The H*Works Consulting Approach
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A Concerted Effort

Everyone Has a Role To Play

vl Gl ol

Registrars CEED Mar_la_gers Coders Billing Staff
and Physicians
A Verifying accuracy of A Supporting physicians A Coders identify A Verify accuracy of
patient and procedure in determining appropriate patient information
information appropriate patient opportunities in charts A Ensure claim is

and query physicians complete and accurate,

A Leveraging coder status
support to ensure A Communication with more accurately including level of care
orders are captured medical staff for A ldentify documentation  or patient status
accurately clarification and improvement
validation of medical opportunities to support
necessity documentation

improvement program

21
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Bringing Coding Expertise to the Front

Coding Department Registration Department

L] L] [ J
ARy a0
RegistrajlRegistral
SCHEDULE ° P ORDERS
S AR
e Registra
[ — MM
Orders for Scheduled Urgent/Emergent Orders Non-Medicare Orders
Diagnostics/Procedures
A Ensure information provided AReview patient 6s Adhedkehatsall drders are
includes medical indications medical indications for tests or completed correctly
for ordered tests or procedures procedures A Inform registrar of
A Compare status of requested incomplete orders

procedure with Medicare
Inpatient Only List

Source: Financial Leadership Council and H*Works
interviews and analysis.
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Regulatory Expectations for Medical Necessity

Compliance Workbook Excerpt

Because it is not reasonable to expect that
physicians can screen all admissions, continued

stays, etc. for appropriateness, screening criteri iféscreening criteri:
must be adopted by physicians that can be used physicians that can be used by the UM

by the UM staff to screen admissions, length of staff to screen admissions, length of stay,
stay, etc. The criteria used should screen both|the etc. O

severity of illness (condition) and the intensity pf
service (treatment). There

are numerous commercial screening criteria
available. In addition, some QIOs have
developed their own criteria for screening
medical necessity of admissions and procedure
CMS does not endorse any one type of screenin
criteria.

CMS does not endor
creening criteria.

0w

Cases that fail the criteria should be referred to

physicians for review. For the UM program to ifFor the UM program
screen medical necessity appropriately, the necessity appropriately, the decision to
decision to admit, retain, or discharge a patient admit, retain, or discharge a patient should
should be made by a physician, either through be made by a physician, either through the
the use of physician approved or developed use of physician approved or developed
criteria, or through a physician advisor. criteria, or througl
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