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HELPING HOSPITALS AND HEALTH SYSTEMS FOR OVER 30 YEARS

Our Approach Integrates The Power of People, Process and Technology
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Revenue Cycle Compass
Supporting hospitals in
elevating performance across
the revenue cycle
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Payment Navigation Compass
Supporting hospitals in
responding to

undercompensated care
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Self Pay Compass
Supporting hospitals in
responding to
undercompensated care

PN
LA -

Revenue Integrity Compass
Supporting hospitals in
responding to RAC
overpayment determinations




I Margins and Revenues Under Attack

A CALL TO ACTION FOR HOSPITAL CEOsAND CFOs

New Era of PostPayment Scrutiny Demands Data Driven DecisiMaking and Rigorous Accountability Infrastructure

Cost of capital Development income
spikes, access to lags belows0% of
Implications of capital declines expected
Rece_ssmn on Hospital investment
Margin Already portfolios experience 40%+ increase in charity
Performance d?C”ning payer sharp decline, requires care, 30% increase in
mix accelerates rebalancing arsets bad debt
l ‘L l L )
2003 to 2006 | 2007 2008 2009 2010
5 » ? 5 ' ? :
Implications of
Immediate 8/14/2009: Permanent Medical Necessity
Payment Reform O0E)RAC First ZPIC Jurisdiction National RAC Program (complex)RAC
on Margin (2005) , Contract awardedo Rollout Begins reviews begin
Performance Demonstration identify billing practices
Beginsin California, posing financial risk to
Florida, and New York Medicare MIC program
begins 500 audits

(2003)Medicare Deficit Reduction Act across 17 states

Modernization Act (DRA) authorizes MICs

AuthorizedMedicare to audit Medicaid Remaining MAC Jurisdiction MIC Program will be fully

claims review by Recovery claims Contracts awarded for operational nationwide

Audit Contractors (RACs), identifying discrepancies by the end of 2009

Medicare Administrative between Medicare Part A and

Contractors (MACs) and Part B claims.

Zone Program |nteg”ty Sourceswww.cms.hss.gov/RAC

CO ntraCtO rs (ZP | CS) www.cms.hhs.gov/mediaidintegrityprogram

www.fbo.gov


http://www.cms.hss.gov/RAC
http://www.cms.hhs.gov/mediaidintegrityprogram
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THE STUNNING SUCCESS OFRACSLEADS TO NATIONAL ROLLOUT

Explosive Increase in Takebacks

Demonstration Project RAC Overpayments Collected

0 .
$500,000,000 - 62% of All Collection
$450.000.000 In 3Year RA_C
$400.000.000 - Demonstration
T Occurred in the Last P
$350,000,000 - Quarters
$300,000,000 -
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FYo6 FYO06 FYO06 FY06 FYO07 FYO07 FYO7 FYO7 FY08 FYO08
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
RACs Improved Over Time
"Hit Rate" of Requested Claims with Overpayment Determination
50% Average inpatient
overpayment =
$7,074
30%
Average for Demonstration Project Final Year of Demonstration Project

(c) The Advisory Board Company, 2009

Plenty of Room for RACs to Run

RAC Payment Collections Vs. Estimate

$10.8 Billion

$993 Million

CMS Overpayment Estimates RAC Takebacks

(Complex) Medical Necessity Have Begun

December
2009 / January
2010
Complex
Re'view Start
l
2008 2009 2010
| I
March 2008 August 2009
End of T National
Demonstratio Rollout Start

n Project



RANDOM SAMPLING AND UNSOPHISTICATED TRACKERS INCAPABLE OF COMPRE HENSIVE RISK RELIEF

Evolving Targets are Overwhelmingly Clinical Auditors Not Limited In Volume or Scope of Target Areas

Overpayments Collected by Error Type During Demonstra RAC Target Are:

68

Insufficient
Documentation

Alncorrect Coding Via CCs
AMSDRG 329 44
AMSDRG 330
AMSDRG 331

Incorrectly Alncorrect Coding Via Procedure Code

Coded AExcision&ebridement
35% Alncorrect Coding Diagnosis Category
ADRG 475
Alncorrect Discharge Status
ADischarged to SNF
AExcessive Units 4
ANeulastd250

Medically
Unnecessary
41%

Conventional Wisdc Target Areas After 1 Year Target Areas Tod

AMedically Unnecessary Service Research

AMedical Back Problems
AFractures of Hip & Pelvis
ATransient Ischemia
AMedically Unnecessary Settings
AIP Admissions @®sSurgery
Almplantable Cardiac Defibrillator]
AlLaparoscopy
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REGION C AUDITOR: CONNOLLY CONSULTING

Company Profile

A Headquarterailton, Connecticut
A YearFounded1979

A Employees500

A AnnualRevenues$105Million

A Areas of Work: recovery auditing serviceentification of financial errors and undéeductions, overpayment recovery in
accounts payable and medical claims

A Healthcare Footprint: Overpayment analysis for payers

RAC Demonstration Project Experience
A Medicare Part A Claims
A States: New York and Massachusetts

A Demonstration Project Overpayments Collected: $266 Million
(HDI: $396M, PRGSchultz: $318M)

Connolly in the News

AConnolly Consulting was |isted on Inc Magazineds |ist of
AConnolly saw revenue growth of 104% over three years, due to strong demand for its overpayment analysis among payers
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CONNOLLY : DEMONSTRATION PROJECT RESULTS BY THE NUMBERS

|l nsi ghts Uncovered from Connoll yds work in Ne
Average Annual Takeback s Average Overpayment Determination
Per Provider Specific Targeting of Higiollar Claims
$12,157
$484k
$6,309
$3917
$119k
Connolly PRGSchultz
Connolly PRGSchultz
Percent of Claims Successfully Appealed Number of Claims Requested
High Request Accuracy Necessitates Strategic Appeals Planning Slow Start To the Demonstration Leaves Aggle Running Room
11.80% 198,243
4.90% oo 57,288
- I I
Connolly HDI PRGSchultz Connolly PRGSchultz

LessonsLearned

ATop Areas of Focus During the Demonstration Includedisional DebridemergndSurgical Procedures in the Wrong Setting
AConnolly was particularly aggressive in New York, applying 2008 documentation standards to 2005 claims (Excisional DBbridemen

A Connolly targeted primarily high value claims with a solid hit rate and low appeals loss rate
ABe prepared for a focus on higkvalue claims with a solid hitrate (Demonstration Project Hit Rate: 35%)
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THE STATE OF PLAY

Approved Issues Across the Country

DCS: RegionA: 10 Approved MS DRGs

1.3% 2.2% 6.8%

Approved % of FYO8 Nat. % of FY0O8 Nat.
MSDRGs Medicare Dis. VolMedicare Revenue

CGl: Region B: 49 Approved MS DRGs

30.0% 27.5%

6.6% - -

Approved % of FY08 Nat. Medicare% of FY08 Nat. Medicare

MSDRGs Dis. Vol. Revenue

Connolly: Region C: 109Approved MS DRGs

14.6% 21.1% e

Approved % of FYO8 Nat. % of FYO8 Nat.
MSDRGs Medicare Dis. Vdlledicare Revenue

HDI: Region D: 551 Approved MS DRGs

74.0% 83.5%

Approved % of FYO8 Nat. % of FY08 Nat.
MSDRGs Medicare Dis. Vol. Medicare Rev.

(c) The Advisory Board Company, 2009
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APPROVED RAC COMPLEX REVIEW ISSUES: REGION C

329

853

207

330

981

252

166

872

163

Connol 119 ApprovEdDRGs by FY 08 Revenue

SEPTICEMIA W/O MV 96+ HOURS W MCC

MAJOR SMALL & LARGE BOWEL PROCEDURES W MCC

INFECTIOUS & PARASITIC DISEASES W O.R. PROCEDURE W
MCC

RESPIRATORY SYSTEM DIAGNOSIS W VENTILATOR SUPPORT
96+ HOURS

MAJOR SMALL & LARGE BOWEL PROCEDURES W CC

EXTENSIVE O.R. PROCEDURE UNRELATED TO PRINCIPAL
DIAGNOSIS W MCC

OTHER VASCULAR PROCEDURES W MCC
OTHER RESP SYSTEM O.R. PROCEDURES W MCC
SEPTICEMIA W/O MV 96+ HOURS W/O MCC

MAJOR CHEST PROCEDURES W MCC

(c) The Advisory Board Company, 2009

267,991

51,646

40,551

38,662
60,505
30,686

45,833
25,848
80,396

14,693

$10,118

$28,688
$30,166
$28,349
$14,209
$27,895

$16,408
$20,496
$6,224

$27,750

$2.7B

$1.5B

$1.2B

$1.1B
$860 M
$856 M

$752M
$530 M
$500 M

$408 M
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L ESSONSFROM THE APPROVEDISSUES

URAC auditors are working to have C
book of business

U Patterns have shown auditors approving highest dollabDR&s first as
they expand their ability to process increased claim volume

UAudi tors continue t o areasbfifoobusffomincopy
different regions are quickly spreading national focus on shifting areas of
RAC focus Is imperative

U Issues are approved only at the ARG leveli often adding as much
confusion as clarification. The onus remains on providers to identify the
Awhyo and educate the root cause

U While issues are approved solely at the-DISG level, auditors have
access to lindevel hospital and physician data and are not limiting their data
mining to the MSDRG level

MS
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% MEDICAL RECORD REQUESTS AND ASSOCIATED REVENUE UNDER REVIEW

=L First-Round Results from a Representative Sample of Hospitals in Region C

Medical Record Total Associated
Institution Bed Size MS-DRGs Covered Revenue under
Requests :
Review
Hospital 1 90 17 10 $237,760
177Record Hospital 2 120 50 16 $568,548
requests
spannin
oMo, © —  Hospital3 400 61 18 $860,925
DRGs
Hospital 4 200 30 16 $447 533
Hospital 5 280 19 10 $242,532
AUBTEILE 218 35 14 $471,460
Hospital

(c) The Advisory Board Company, 2009



JUST WHEN YOU THOUGHT YOU WERE READY FOR RACS

Nationwide Medicaid Integrity (MIC) Contractors Roll Out Scheddle

State of Texas
o
The Texas Hospital Association
reports that member hospitals
began receiving a significant

number of record requestsfrom
HMS, the Region2 Audit MIC, in

TEXAS
HOSPITAL
ASSOCIATION

State of Delaware

.

Delaware Healtheare Association

Six of the eight members of
De | a w aospitalsassociation
havereceivedMIC requestdrom
Booz Allen with indicationsthat
extrapolatiorwill beused

=

Adams Health

—

[ o I

Systemreceived record requests
at two facilities with no indication
of the reasonfor the audit, the
parametersof the sample,or the
expectedesponseime.

March2009
. In Progress October 2009 November 2009 June 2010
Differences to the RACs Provider Concerns
A i : basi A No limitations on number of requests
Not pala on contlngency asls A ocal guidelines vary by state
A State and Federal Programs

I MICs Identify but do not collect overpayments

I CMS collects federal share of overpayment from the
states. States pursue collection of overpayment from
providers, according to state law.

Do not identify underpayments
Increased use of Extrapolation to maximize takebac
Will not pay for copies

o o o

K

A Short window for appeals (providers accustomed to 120 day window)
AE.g. FLi 21 days, IL 10 days, NY 60 days
Aviakes knowing your data before requests arrive imperative

A Sampling laws vary by State

A E.g. Sample Size. State laws differ widely on what is considered an a

sample amount.
Alorida case law provides that a-fiércent sample is required, whereas O

S case law suggests that a sample as small as 0.5 percent does not violat
process.
A Confused Limits to Lookack Periods, | 141
Texas Hospital Assoc

el
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SUMMARY : EXTRAPOLATION TURNS $11,5000F ERRORS INTO A $234,000TAKEBACK

Woodl

#

(| & (IID
||||I.E‘IIIIZ

Woodlands Medical Center

Extrapolation process leaves hospitals increasingly vulnerable to large takebacks

ands Medical Centet in Brief

A 500 bed hospital in the South (Regions
3+4)

A Medicaid Integrity Contractor (MIC)
audited all Medicaid one day stays from
20042007

A MIC Extrapolation process allows
extrapolation using less than 5% of total
claims

A Of 125 claim sample, 15 claims (12%)
had overpayment determinations totaling
$11,500

A MIC extrapolation to over 2,500 claims
resulted in $234,000 owed to CMS for
Nesti ma-pagmdeats ov er

[

REAL ]

Sample size of 15 Errors
125 claims » »
reviewed by MIC, found,

spanning 4 years $11,500

MIC One-Day Stay Overpayment
Determinations 234,000

$11,500

MIC Sample Extrapolated Overpayments
Owed to CMS

. EXTRAPOLATED |

Total of 2,552 » 300 Errors
oneday stay extrapolated,
claims across
the 4 years $234,OOO

15
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THE GOOD NEWS ABOUT EXTRAPOLATION

MIC Overpayment Determination Methodology Offers Two Avenues of Appeal

Actual Claim Population Error Rate
n=1000

Records Without
Errors
90%

Records With
Errors
10%

Appeal Sampl eds

Sample Error Rate

n=100

Records
WithoutErrors
50%

Records With
Errors
20%

Process Steps

-l

Conduct a 100% Sample Prepare a Findings ReportDefend Report & Prove that

Audit of Claims in Question

Sample is Unrepresentative

Pros

V Can yield huge savings if sample is truly
unrepresentative

V Use of business intelligence analytics
greatly simplifies the process

cons

V Expensive & time consuming

V Sample could be found to be
representative after 100% sample audit
complete

V Challenging standard of proof

Represen

S

t at iAppeal ladsvisiual Claims with Overpayment Determinations

Claims with Errors in Sample

Records
Appealed by

----------- Provider

10

MIC Identitied ProviderIdentified

Process Steps

—) —)

Identify Cases with Greatest Gather Evidence to Support  Attempt to Overturn Case
Chances of Appeals Success Individual Case Appeals Level Overpayment

Determinations

the sample size

V Less time intensive appeal option

V Each overturned case is the equivalent of
overturning 10100 cases, depending on

Pros cons

V Lower cost appeal option V Difficult to have a huge impact on larger

overpayment determination

V Requires casspecific proof that services
were necessary and provided

V Can involve substantial physician 17

guerying and involvement
g




