
H
ome healthcare services encompass services 
such as patient and caregiver education, 
intermittent skilled nursing care, physical 
therapy, speech-language pathology services, 

wound care and injections. Medicare generally covers these 
services, but excludes coverage for 24-hour care, meal 
delivery, homemaker services and personal care.

Due to home health’s relatively low net patient service 
revenue for most health systems, this service area may be 
overlooked as a key risk area by system leadership and 
internal auditors alike. However, the operational, compliance 
and enforcement risks for HHAs are significant.

Home health agencies (HHAs) in the United States account 
for about three percent of the payments made by Medicare. 
In 2014, this amounted to approximately $17.9 billion. When 
you consider that Medicare expended $597 billion in 2014,1 
the HHA amount does not seem like much.

Now let’s consider Medicare enforcement initiatives. 
Medicare and Medicaid oversight of HHAs is generally 
accomplished through contractors and federal agencies, 
including the Centers for Medicare & Medicaid Services 
(CMS), the Department of Justice (DOJ) and the Office of 
Inspector General (OIG). These agencies have formed Health 
Care Fraud Prevention and Enforcement Action Team (HEAT) 
task forces in nine cities across the country, and have made 
HHAs one of their biggest targets.

In 2014, HEAT task forces recovered $150 million from one 
HHA for allegations that it billed Medicare for medically 
unnecessary services and services to patients who were 
not homebound, and for Anti-Kickback Statute violations. 
The government alleged that HHA management pressured 

1 “The Facts on Medicare Spending and Financing,” The Henry J. Kaiser Family 
Foundation, July 24, 2015, http://kff.org/medicare/fact-sheet/medicare-
spending-and-financing-fact-sheet/
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nurses and therapists to provide care based on financial 
benefits rather than on patient needs.2

The home health regulatory landscape is complex and ever 
in a state of flux. Several changes were made in CMS home 
health Prospective Payment Systems (PPS) requirements 
across 2014 and 2015, which may increase home health 
compliance complexity.

Changes to the home health face-to-face documentation 
requirements removed the need for a physician narrative, 
but added requirements for either a physician’s history and 
physical or encounter notes to support both homebound 
status and the need for the services ordered. In addition, 
physicians also are now required to provide records to an 
HHA in support of a claim compliance audit.

Additional PPS changes include the limitation of the wage 
index for rural add-on, resulting in the loss of this add-on 
reimbursement for more than 100 counties across the 
country, along with a change in frequency for therapy 
assessments to every 30 days.

Two new claims-based quality measures also were 
introduced related to re-hospitalization and emergency 
department use after or during a home health stay.

These are additions to the existing 40 outcomes measures, 
12 potentially avoidable events measures and 29 process 
measures.3

2 “Justice Department Recovers Nearly $6 Billion From False Claims Act Cases in 
Fiscal Year 2014,” Department of Justice, Nov. 20, 2014, www.justice.gov/opa/
pr/justice-department-recovers-nearly-6-billion-false-claims-act-cases-fiscal-
year-2014

3 “Medicare and Medicaid Programs; CY 2015 Home Health Prospective Pay-
ment System Rate Update; Home Health Quality Reporting Requirements; 
and Survey and Enforcement Requirements for Home Health Agencies,” 
Centers for Medicare & Medicaid Services, HHS final rule, Federal Register, Vol. 
79, No. 215, Nov. 6, 2014, www.gpo.gov/fdsys/pkg/FR-2014-11-06/pdf/2014-
26057.pdf

The changing requirements for home health and the 
increased regulatory audit focus have elevated compliance 
concerns for the industry, with the greatest areas of 
attention relating to claims, coverage and quality of care.

Regulatory compliance concerns are generally focused 
on documentation supporting coverage and quality 
requirements. The industry is struggling with addressing 
specific challenges resulting from the lack of standardized 
and formal documentation methods for home care. There is 
the potential that inadvertent documentation gaps, such as 
failure by physicians to date their signature on care records, 
may have a bottom-line impact in terms of increased claim 
denials.

Compliance concerns
External regulatory pressures aside, internal organizational 
compliance concerns also exist and should be assessed.

HHAs face decreased reimbursement due to changes to 
case mix indexes, wage adjustment factors, rural index 
adjustments and the overall enforcement landscape.

The home health regulatory 
landscape is complex and  

ever in a state of flux.

In addition to the financial pressures, HHAs often struggle 
to hire and retain staff because of the need to see patients 
in home environments that may not always be ideal or 
safe for the caregiver. Added to the existing staffing and 
reimbursement pressures, organizations must manage 
the financial costs and administrative burdens of the 
changeover in coding to ICD-10, meaningful use of medical 
records systems and emergency preparedness.
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The myriad internal and external financial and operational 
efficiency pressures often result in an environment where 
HHAs are reactive rather than proactive in addressing risks. 
Through collaborative engagement in risk assessment and 
audit performance, you can provide HHA and healthcare 
system leadership with a means to proactively identify and 
address risks.

The greatest areas of attention for 
increased regulatory audit focus 
relate to claims, coverage and 
quality of care.

Risk assessment process
Assisting healthcare systems in identifying and managing 
home health risks begins with the risk assessment process. 
As the auditor, you will want to conduct interviews with:

 • Accountable management

 • Compliance office personnel

 • General counsel

 • Directors of nursing

 • Rehabilitation

 • Private duty

 • Health information management (HIM)

 • Patient accounting

 • Human resources

These interviews will allow you to gauge management’s 
overall awareness and understanding of both external and 
internal home health compliance risks. Risk assessment 
activities should be geared toward identifying what, if any, 
operational policies, procedures and monitoring activities 
have been established to help mitigate these risks.

See Exhibit 1 for areas you should consider during the risk 
assessment process.

Potential HHA audit areas
You should use the information gathered during risk 
assessment to identify the specific areas of high risk for 
the HHA, including potential regulatory compliance, 
operational or quality concerns that may have a systemic, 
material impact on operations. Applying standard risk-based 
methods, rank HHA risks by assessing both the likelihood 
and the impact of each identified risk.

You must resist the temptation to discount home health 
risks due to their relatively small bottom-line impact 
because the financial, legal and reputational impact of 
home health compliance gaps can be substantial. In fact, 
healthcare systems may be vulnerable to risks related to 
violations of the False Claims Act, Anti-Kickback Statute and 
Stark Law for their wholly owned HHAs.

The reality of enforcement actions may be the significant 
loss of reimbursement, fines and penalties, a corporate 
integrity agreement, or the forced shutdown of the HHA.

Audits in several important home health process areas 
may have particular relevance to healthcare systems due 
to the potential impact of control deficiencies. In addition 
to the overall relative risk, you should identify the risk 
management activities being performed by the system’s 
compliance function to avoid duplication. Matters that 
should be considered include the following.

Physician relationships
Tests of physician relationships should include Stark Law 
compliance, fair market value and time sheets. A violation 
of the terms of a Stark Law exception may result in civil 
monetary penalties (CMPs), false claims violations and 
other federal enforcement actions that may have a material 
financial and reputational impact on the organization.

Human resources
Test human resource policies and procedures, including 
the verification of credentials, criminal background 
checks, exclusion monitoring, disciplinary processes and 
documentation and performance improvement plan 
processes.

The greatest areas of attention for 
increased regulatory audit focus 

relate to claims, coverage and 
quality of care.

Additionally, payroll processes should include verification 
of completion of services and presence on the job during 
scheduled work hours. These coverage areas are important 
to identify, and HHA and healthcare system leadership 
should proactively resolve gaps that could otherwise 
lead not only to regulatory compliance issues but also to 
operational, financial, legal and reputational risks.
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Clinical documentation
Examination and testing of processes to promote compliant 
documentation will provide management with insight 
into areas where documentation can be strengthened 
to promote regulatory compliance and support claims 
billing. Be sure to include verifying that OASIS data set 
documentation aligns with supporting documentation.

Denial management
Programs already in use at the hospital level may be 
useful for denial audits in home health. Additional areas 
for coverage consideration include tests of procedures to 

manage both billing and documentation challenges related 
to dual-eligible patients (Medicare and Medicaid) and 
low-utilization payment adjustments. Monitoring of denial 
patterns also might disclose gaps that could help mitigate 
financial risks.

Disaster preparedness and emergency management
Risks for HHAs in this area are similar to those at the hospital 
level, with the exception that home health traditionally has 
been more paper-driven by nature. This largely is due to 
the lack of, and inability to fund, comprehensive software 
solutions.

Exhibit 1 – Areas to consider for risk assessment

1. Physician relationships, including employment agreements, medical director services, or other physician 
arrangements that must comply with federal regulations including Stark Law, Anti-Kickback Statute and self-
referral restrictions

2. The existence and extent of private-duty nursing or personal care services by the agency and the method for 
maintaining supporting documentation and monitoring Medicaid claims related to these services

3. The process for monitoring appropriate scope of practice by physical or occupational therapy assistants, including 
therapists’ supervision and co-signing of documentation

4. The existence of relationships with or outreach to hospitals or nursing homes, including the potential for referral 
incentives or other inducements

5. Human resource policies and procedures for oversight of services performed, disciplinary actions, items specific 
to Conditions of Participation (CoP), and OIG target areas such as initial and periodic criminal background checks 
and exclusion monitoring

6. The continuing education of clinical personnel on changing documentation requirements

7. The process for monitoring the completion of the Medicare Outcome and Assessment Information Set (OASIS), 
including the medical record documentation in support of the data entered

8. The various clinical documentation improvement policies and methods as well as visit notes for nursing, therapy 
and social work care plans

9. The oversight for documentation requiring physician signatures, such as plans of care, face-to-face visits and 
verbal orders, including verification of receipt prior to the filing of claims

10. The procedures for obtaining, delivering and administering IV medications, including monitoring processes for 
evidence of diversion

11. Health Information Management (HIM) control of patient medical record documentation, including HIPAA 
compliance of both hard copy and electronic documentation, as well as access controls, data encryption, 
monitoring, backup and recovery, disaster recovery and retention periods

12. The procedures and accountability for handling low-utilization payment adjustments, overseeing dual-eligible 
patients and overseeing claims denials

13. The extent of reliance on technology, including medical and mobile devices

14. Claims denial experience (Medicare and Medicaid) including patterns indicative of possible enforcement activities

15. Whether the agency has incurred civil monetary penalties  (CMPs) for CoP violations

16. Preparation and readiness for ICD-10 conversion
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A system failure or loss of processing may have minimal 
effect on a system-owned HHA. However, the home health 
area may be on its own to develop and test emergency 
preparedness and business continuity plans if it has not 
been included in centrally managed, IT-focused initiatives. 
Audits of this area should confirm that preparedness 
plans have been defined and documented and are being 
managed.

Evidence-based practices
HHAs have specific quality metrics that must be met, many 
of which overlap with hospital quality metrics. Your audit 
in this area should be designed to test metrics related 
to improvement measures, utilization of care measures, 
process measures and measures of potentially avoidable 
events such as falls, wounds, infections, medication errors 
and behavioral issues. In addition, your audit should 
validate claims-based utilization metrics to help identify 
patterns of clinical performance deficiencies that might 
lead to CoP violations.

Compliance program effectiveness
Tests of controls should confirm that healthcare systems 
comply with OIG compliance program guidance that is 
specific to HHAs (codified in Federal Register Volume 63, 
Number 152, Aug. 7, 1998).

HIPAA compliance
Audits of compliance risks, particularly those related to 
HIPAA, should examine and test patient privacy- and 
security-related procedures. These would include care 
transfer between nurses and therapists, requests from family 
members for care information and even physical and logical 
security over laptops containing electronic protected health 
information for HHA patients.

Information technology and meaningful use
HHAs are subject to regulations related to meaningful 
use. Audits to validate meaningful use attestation by 
stage should be considered. These should not only 
confirm metrics but should test the existence and rigor of 
documentation supporting the attestation. These audits 
are a useful, proactive measure to prevent risks related to 
recoupment of incentive funds by CMS resulting from failure 
of a compliance audit.

In addition, because HHAs increasingly are employing 
technology and engaging third-party vendors to provide 
services, you should consider performing audits of IT 
general controls for user access, system security and 
physical security, at a minimum. Other areas of IT risk for 
consideration include data backup and recovery, business 
continuity and third-party vendor management.

Exhibit 2 – Sample red flags

Here are examples of red flags from HHA audits. These issues, if not addressed promptly, could result in significant 
compliance and financial risks and might affect the quality and safety of patient care:

1. The human resource department does not conduct background checks or has not completed appropriate exclusion 
checks, resulting in hiring employees with criminal convictions and therefore a false claims potential.

2. Employees placed on performance improvement plans improve, but the improvements are based not on actual 
effort by the employees but rather on inappropriate and illegal actions.

3. No process exists to validate that employees provided the scheduled services, resulting in quality of care violations 
or payroll fraud.

4. Procedures do not exist to detect therapy assistants or others practicing outside legal parameters of state or federal 
law. Procedures do not prevent them from doing so, resulting in quality of care issues including violations of CoP 
that might result in monetary penalties in addition to reputational damages.

5. Patients are not discharged in accordance with homebound status changes during the treatment program, resulting 
in nonmedically necessary services and corresponding potential false claims.

6. Management fails to address potential problems with patient care reflected in key quality indicators, which may 
result in CoP violations, regulatory enforcement, reputational losses and financial penalties.

7. Medical record documentation by clinicians and physicians has gaps or is not completed in a timely manner, 
resulting in unsupported claims and potential enforcement activities.

8. Documentation templates do not include required elements to support CMS claims.
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Medication management and administration
Audits should examine compliance with federal and other 
regulatory requirements for medication administration. 
Controls surrounding the storage of medication at patient 
homes and controls over the transportation of medications 
also should be tested to identify and address gaps that 
could result in drug diversion.

Infusion pharmacy
Audit programs should be designed to test the controls 
present within the infusion pharmacy relative to DEA 
requirements for the storage and dispensing of medications. 
Additionally, testing may focus on the diversion of drugs and 
the transport of prepared medications.

Medicare documentation compliance
Using the Medicare Benefit Policy Manual, Chapter 7, you 
should test whether the elements required to support a 
claim have been documented in the medical record.

Medicare Conditions of Participation
Using the guidelines in the Code of Federal Regulations, 
42, 484.1- 484.55, governing HHA CoP, tests should be 
designed to identify whether the HHA has structured 
policies and procedures to be compliant with the 
requirements.

This list of possible audit areas and coverage is by no means 
comprehensive and should be tailored to address emerging 
risks and risks specific to the HHA. Regardless of the risk 
area, identified control gaps should be discussed promptly 
with accountable leadership so mitigating controls can be 
designed and implemented to minimize potential negative 

consequences. See Exhibit 2 for sample red flags for HHA 
audits.

Conclusion
Despite the relatively small impact to the system’s bottom 
line, home health is a risk area that should not be ignored 
by senior leadership or internal auditors. HHAs are 
under increasing regulatory scrutiny, even greater than 
that of hospitals, and the financial, legal and regulatory 
implications of a weak internal control environment are 
significant.

Through collaborative engagement 
in risk assessment and audit 
performance, you can provide a 
means to proactively identify and 
address risks.

As an internal auditor, you should work with system and 
HHA leadership to identify risks from the risk assessment 
process and design audits to test controls in areas that are 
most significant. When designing audits, be sure to consult 
CMS regulations for specific compliance requirements to 
incorporate into your control testing, especially in the areas 
of documentation and CoP. NP

The financial, legal and reputational impact of  
home health compliance gaps can be substantial.

The significant problems we face cannot be solved at the same level of thinking we were at when we created them. 
~Albert Einstein
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