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FEATURE ARTICLE

Establishing an Auditing &
Monitoring Process in the
Corporate Compliance Arena
By Louis P. Babilino, Jr.

R ecently many internal audit
departments have been given the
added responsibility of Corporate
Compliance.  It has been an

interesting change from the financial and
operational reviews that we had been
accustomed to performing.  Most of this
responsibility transpired within the past five
years.  Numerous healthcare organizations
(hospitals, academic physician groups,
managed care and nursing home
companies, etc.) gave the Internal Audit
Director the added duties of Corporate
Compliance Officer.  Internal auditors
know that the basis for establishing and
implementing an auditing and monitoring
process resides in most audit departments,
but there are unique differences attributed
to conducting compliance reviews,
especially for medical services and
procedures.

The first process is the establishment
of a Compliance Program.  The Office of
Inspector General (OIG) published several
model compliance programs that included
specific elements considered essential to an
effective Compliance Program.  These
included the following.

1. Develop written standards of conduct
and policies that promote the
organization’s commitment to
compliance.

2. Designate a compliance officer and
other internal structures charges with
responsibility for the compliance
process (oversight committee).

3. Establish a reporting mechanism to
receive complaints and adopt
procedures to protect the complainant’s
identity.

4. Develop and implement mandatory
education and training programs on
compliance matters for all employees.

5. Implement a system to investigate and
respond to allegations of improper
activities.

6. Develop and address the non-
employment or retention of sanctioned
individuals.

7. Use audits and other monitoring
techniques to determine effectiveness
of compliance program.

This article will focus on element
number seven:  using auditing and
monitoring to determine effectiveness of the
program.  It will serve as a guideline to
establish and implement the compliance
audit process.

Why Develop an Auditing Process for
Compliance?

Most internal auditors know that by
auditing the process you can assess whether
a program or operation is functioning
properly and is being followed as
management intended.  Those of you who
have several years experience in internal
auditing will support the premise that the
audit process can detect fraud and abuse.
This is extremely important in the
healthcare field, as we have all seen in
recent years the numerous penalties and

fines imposed on health care providers and
organizations.  The following illustrates a
few organizations that experienced the
wrath of the government.

• TAP Pharmaceutical:  $875,000,000
• HCA The Healthcare Company:

$745,000,000
• Quorum Health Group:  $104,000,000
• Vencor:  $103,000,000
• PacifiCare Health System:

$87,300,000

Could the amount of these settlements
been reduced if an effective monitoring and
auditing process had been in place?  In
addition to the fines and penalties, each of
these organizations were required to
implement a costly Corporate Integrity
Agreement with the OIG for a period of
three years or more.

How Should We Establish and
Implement This Process?

There are seven essential steps to
developing and completing this process.

1. Evaluate the existing compliance risk
areas.

2. Inventory the area to be reviewed.
monitoring and auditing practices.

3. Formulate an formal audit and
monitoring plan based on your risks.

4. Conduct regular and unannounced
audits.

5. Develop corrective and remediation
plans.
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6. Conduct remedial-specialized training
based on audit findings.

7. Report audit results to management.
Include recommendations for
improvements and corrections.

Each of these steps will be visited in
detail below.

1. Evaluate the Existing Compliance
Risk Areas

The following six risk areas, while not
all encompassing, address the most crucial
areas that monitor the accurate submission
of claims.

a) Office of Inspector General Work Plan
b) OIG Industry Guidance
c) Claim Development and Submission

Process
d) Medical Necessity of Medical Services
e) Health Care Laws and Regulations
f) Other Areas of Risk to Consider

a) OIG Work Plan

Each year the OIG publishes its Work
Plan (http://oig.hhs.gov/publications/
workplan.html), which covers significant
areas of concern that they will be
monitoring.  The Work Plan is separated
into specific areas, e.g., Medicare and
Medicaid Hospitals, Home Health, Hospice,
etc.  Areas of concern in fiscal year 2002
encompass the following.

• One-day hospital stays
• Hospital discharges and subsequent

readmissions
• Prospective Payment System transfers

during hospital merger
• Outpatient services on same day as

discharge and readmission
• Outpatient pharmacy services at acute

care hospitals
• Procedure coding of outpatient and

physician services
• Medicare ESRD: Payments for

EPOGEN®
• Credit balances in inpatient accounts
• Inpatient Dialysis Services
• Physician at Teaching Hospitals

Review the whole plan and address
specific areas of concern to your
organization.

b) OIG Industry Guidance

Over the past few years the OIG has
issued “model compliance” guidance for
specific types of health care providers, to
include the following.

• Compliance Guidance for Hospitals
(63 FR 8987, 2/98)

• Home Health Agencies
(63 FR 42410, 8/98)

• Hospices (64 FR 54031, 10/99)
• Durable Medical Equipment

(64 FR 36368, 7/99)
• Third Party Billing Companies

(63 FR 45076, 8/98)
• Nursing Homes (65 FR 14289, 3/00)
• Teaching Physician Guidelines

(Medicare Manual §15016, 7/96)

c) Claim Development and Submission
Process

Whether your health care organization
is a hospital, physician, or third party
billing company, a review of the claim
development and submission process
should be undertaken.  Review policies and
procedures to ensure that compensation for
physicians, billing staff and consultants are
not based on financial incentives associated
with coding levels of health services or
procedures.

d) Medical Necessity of Medical Services

Only medical necessary services should
be submitted for reimbursement.  For the
auditor, at times, this may be difficult to
determine.  If necessary, consider enlisting
an “expert medical advisor” such as a
physician medical director or other licensed
provider to help settle disagreements
surrounding medical necessity.  Remember,
this is the number one challenged area for
OIG fraud investigations.

e) Health Care Laws and Regulations

Consider reviewing, in detail, the
following risk areas.

• Relationships with physicians and
hospitals

• Physician employment agreements
• Anti-Kickback Law
• Patient self-referrals (Stark I & II)
• False Claims Act
• Health Insurance Portability and

Accountability Act (HIPAA)
• Employment of sanction individuals

It is important to consider all of above
areas in your risk assessment.  Many
internal audit shops are now burdened with
the requirements of the Administrative
Simplification Provisions of HIPAA,
especially matters that pertain to patient
privacy.  If HIPAA is now a responsible part
of the Internal Audit department, you will
be devoting a good deal of your time in this
area for the next year or two.

f) Other Risk Areas to Consider

The following have been targeted areas
of the OIG in recent audits.

• Billing for services not provided
• Duplicate billing
• Up-coding and unbundling of services
• Undisclosed waiver of deductibles and

co-payments
• Review of patient accounts with credit

balances
• Review of bad debt write-offs
• Medicare/Medicaid claim denials
• Radiology tests-properly authorized

(ordered)
• Patient dumping (EMTALA)
• DRG – billing higher DRG code for

more reimbursement

2. Inventory the Auditing and Monitoring
and Auditing Practices of the Area to
be Reviewed

Reviewing the department’s or
division’s internal monitoring and auditing
practices will assist you in determining the
extent of internal controls in place that
management utilizes to measure
compliance with organizational policies
and procedures.  Your inventory should
include surveying current practices or using
industry benchmark tools to access patterns
of inappropriate billing and reviewing
existing use of automated software to

Additional guidelines
available at

www.oig.hhs.gov/
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evaluate the accuracy of medical services
billed.

3. Formulate An Audit and Monitoring
Plan Based On Your Risks

Using the criteria obtained in your risk
assessment, put together a formal audit plan
of areas to audit-preferably a three-year
plan.  Categorize your audits by frequency
(e.g., once a year, every other year, etc.).

Make a determination as to the type of
reviews to be performed – concurrent or
retrospective.  Concurrent reviews are
preferred because if you discover errors,
they can be corrected before the service is
billed.  Some internal audit/compliance
shops are reluctant to perform retrospective
audits because of refund hassles and the
possibility of past billing errors.  Consider
placing these audits under privilege; be sure
to consult with your General Counsel.

Finally, provide time for special
investigations that may arise from hotline
calls, routine audits and employee exit
interviews.  Consider using the following
monitoring and auditing techniques.

• Personal interviews with activity
personnel

• Review of policies and procedures
• Flow-chart the process under review
• Random or scientific sampling
• Deviations from national standards
• Baseline sample
• Percentage of charge volume
• Use of computerized software package

4. Conduct Regular And Unannounced
Reviews

As a matter of definition, regular audits
are reviews scheduled in advance (e.g.,
formal annual plan) and usually
communicated in writing to the responsible
management before the audit.
Unannounced or “surprise” audits are
defined as reviews not formally scheduled
or communicated to the audited party until
the actual time of the review.  As noted
above, the audit results of scheduled audits
or hotline calls could generate this type of
review.

A few “best practices” tips for
successful audits are detailed below.

• Questionnaires or tools designed for
the particular type of review

• Formalized objectives and scope for
each review

• Use auditors with subject matter
expertise

• Workpapers and other documentation
to support audit results

• Sufficient feedback and review sessions
with interested parties to avoid errors
in process or findings.  Remediation
plans will have a greater acceptance if
parties acknowledge the legitimacy of
the audit.

5. Develop Remediation Plans

Develop a remediation plan that
includes the following.

• Stated objectives
• Summary of audit findings
• Define parties required to participate
• Define activities required for

remediation (use training, software
tools, process redesign, disciplinary
action, etc.)

• Define resources available to assist
with remediation activities

• Define reporting process to monitor
remediation activities

• Define measurable goals for review in
post-remediation and return audit to
test remediation effectiveness

6. Remedial-Specialized Training

Most remediation plans will require
training.  The following should be included
in the training.

• Report of the audit findings
• Specific government and private payor

principles and regulations
• Examples of proper and improper
• activities found in the audit
• Consequences (fines & sanctions) for
• violations
• Tool or tips, if any, to aid in compliance
• Documentation of training

7. Report On Results of Audits

Written reports on the results of your
audits should be submitted to the Chief
Executive Officer and Board.  The report
should include summaries of findings and
recommendations to correct any
discrepancies noted.  In addition, follow up
reviews should be performed within a
reasonable period of time to assure that
remedial action had taken place.  The usual
rule of thumb is within 90 days.

Conclusion

Utilizing this seven-step approach to
auditing and monitoring your
organization’s compliance elements will
assist you in beginning this process and
provide a measure for determining the
effectiveness of your overall program.  Keep
a “scorecard” of the discrepancies
discovered during your audits as a review
tool.  Strive to anticipate the areas of
concern that can damage your
organization’s bottom line and reputation.
Be proactive.

Louis P. Babilino, Jr., CHC, CIA, CFE, is with
kpmg, LLP, in the Risk and Advisory Services
Department.  He can be reached at
lbabilino@kpmg.com.
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Search men’s governing principles,

and consider the wise, what they

shun and what they cleave to.

Meditations, iv. 38.


