
A 
professional fee coding audit compares the 
medical procedure coding, diagnosis coding 
and billing accuracy to the supporting medical 
record documentation provided by a physician 

or Non-Physician Practitioner (NPP).

A professional coder reviews the accuracy of Evaluation and 
Management (E/M) services and/or procedures (CPT/HCPCS) 
and the corresponding ICD-9-CM diagnosis codes submitted 
on the claim for services provided. The review process also 
includes verifying whether modifiers were applied correctly 
or are missing, and whether the appropriate payment was 
received.

Reviewing these data points will help you determine 
whether the audited provider is adhering to the Centers 
of Medicare and Medicaid (CMS) or other insurer’s 
documentation, coding and billing guidelines.

Why you should perform coding audits
Auditing physician charges and documentation can be time-
consuming, but it is something all organizations should 
consider. An annual compliance plan, including a schedule 
for auditing providers, can identify specific coding and/
or documentation risk areas. When errors are identified, 
corrective action should be instituted with follow-up audits 
performed to monitor improvement.

Professional fee coding audits provide the organization 
an opportunity to correct weaknesses in coding and the 
billing process before an outside audit occurs. Errors found 
by government audits could result in heavy fines and 
repayment obligations. The Office of Inspector General 
(OIG) reports federal government review and analysis is 
categorizing billions of dollars of claims for services as 
inappropriate and possibly fraudulent.

In Ohio, after self-disclosing conduct to the OIG, a multi-
specialty group agreed to pay back over $1 million for 
podiatry services that were not supported by medical 
documentation.
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A Maine provider and his practice agreed to pay back over 
$17,000 for alleged up-coded office visits improperly billed to 
Medicare that had resulted from billing for new patient visits 
instead of established patient and nurse practitioner services.

A Nevada imaging center and providers agreed to pay 
back over $2 million and enter an integrity agreement for 
allegedly performing radiology tests not ordered.

After self-disclosing, a hospital and cardiology group in 
Florida agreed to pay back over $170,000 for employing an 
individual who was excluded from participation in federal 
healthcare programs.

These examples were alleged violations of the Civil 
Monetary Penalties law (CMP) that were resolved through 
a settlement agreement where no judgment or finding of 
liability has been made against the settling party.

The internal audit process may uncover compliance issues 
that can be addressed through provider education or 
operational improvement, but can also identify revenue 
opportunities.

During the course of a review, an auditor may find instances 
where the clinical documentation supports a higher level 
of service than was billed, or may discover documented 
services that were not billed.

In these instances, a decision would be needed whether 
to re-bill the claims and whether to expand the review to 
identify any older claims that could be corrected to capture 
the lost revenue.

Provider education or operational changes may also be 
necessary so future claims will charge all documented 
services.

Who should perform the audit?
Internal audit departments should be staffed with people 
who have the knowledge and skills necessary to conduct a 

professional fee-coding audit. If that’s not possible, however, 
outside consultants with requisite knowledge can be 
engaged to complement internal audit staff.

The primary credential to pursue when resourcing this type 
of audit is a Certified Professional Coder (CPC) through the 
American Academy of Professional Coders (AAPC), and/or the 
Certified Coding Specialist - Physician-based (CCS-P) through 
the American Hospital Information Management Association 
(AHIMA). These two certifications are considered the gold 
standard in medical coding.

How to determine the audit scope
The key to a successful audit and audit outcome is to engage 
the material stakeholders in planning and gain their buy-
in to the work to be performed. The primary stakeholders 
should include the compliance officer, clinic management, 
physician leader and possibly legal counsel. If the physician 
leader is willing to champion the changes necessary as 
shown by the review, then the audit is more likely to have a 
successful outcome.

Once key stakeholders are engaged, the next step is to 
determine the scope with clearly and concisely stated 
objectives, in collaboration with the key stakeholders. Scope 
and objectives may include:

1. Identifying specific providers to be reviewed

2. Identifying specific high-risk target areas to be reviewed

3. Determining the time frame for submitted claims to be 
reviewed

4. Determining the effect on reimbursement for incorrect 
claims

5. Reducing compliance risk exposure

6. Improving revenue capture

For instance, if you were planning to audit the pathology 
department, you should define which pathologists to review 
and whether all services or only certain services (i.e., Surgical 

Fall 2013 Association of Healthcare Internal Auditors New Perspectives  17

Professional Fee Coding Audit



Pathology or Cytopathology) will be included. Lastly, you 
should determine which service dates to select (e.g., first 
quarter 2013).

Retrospective vs. prospective
It is important to discuss whether the audit will be 
retrospective or prospective.

Coding audits provide an opportunity 
to correct weaknesses in coding and 
the billing process.

When an audit is retrospective, the review would 
commence after claims are submitted to a third party 
for reimbursement. All overpayments or errors identified 
during an audit of this type will need to be submitted 
as corrected claims. Repayment of any excess amounts 
received need to be refunded based on your organization’s 
repayment policy.

If the purpose of the audit is to investigate a suspected 
issue, taking a small sample is recommended. A sample 
gives a quick look at your entity’s billing history and helps 
determine whether to expand the audit to determine the 
extent of errors and their effect on payments.

When an audit is performed prospectively, it occurs after 
the claim is prepared, but before the claim is submitted 
to the insurer for reimbursement. Although prospective 
reviews allow you to fix coding discrepancies prior to 
billing, the team should consider whether the patterns 
found would have affected a historical universe, and if so, 
to what extent.

To help develop a compliance audit and monitoring 
program, reference the Office of Inspector General’s website 
at https://oig.hhs.gov/compliance/101/index.asp.

Sample selection approach
Sample selection should be discussed with key stakeholders 
during the audit planning phase. The sample size may vary 
and may be dependent on the number of providers to be 
audited, as well as the perceived qualifications and skills of 
the individual coding the services.

One sample selection method is analyzing provider 
utilization reports of the most frequently used CPT codes. 
Auditing this sample may show unusual spikes or lack of 
coding in specific services for one or more providers. It may 
also assist in identifying patterns that place providers or 
services at higher risk for government scrutiny.

What should the audit frequency be?
Developing an audit schedule is important. Ideally, each 
provider should be audited annually, until documenting and 
coding accuracy achieves and maintains a satisfactory level. 
Many institutions implement a progressive audit program. 
With this approach, the audit department creates a matrix 
of audit results that depicts levels of accuracy and follow-up 
audit schedules (i.e. 95-100% accuracy = yearly audit; 90-
94% = biannual audits, etc.)

For example, if a provider is audited annually and achieves 
a 95% accuracy rate, the audit department would review 
these results with the provider and they would be placed on 
the audit schedule for the next year.

Or, if the provider only reaches an 80% accuracy rate, he/she 
would receive education detailing the issues found in the 
audit. A three-month follow up audit would be performed 
to determine if improvement and education was effective. 
If the provider achieves the desired accuracy rate in the 
follow-up audit, he/she would be included in the annual 
audit cycle.

When new providers are hired, they should receive coding 
and documentation training as part of orientation, and should 
be informed of the audit schedule. Some audit departments 
place new provider claims on hold in order to conduct a 
prospective review of initial coding practices to determine the 
effectiveness of the education. If the new provider’s claims 
meet the acceptable threshold set by the organization, the 
new provider is placed in the annual audit cycle.

Resources to guide an audit work plan
A bell curve analysis can be used as an Evaluation and 
Management (E/M) benchmark tool that supplies data 
provided by specialty and shows how physicians are using 
E/M codes. The expected use of any E/M code range is a 
bell-shaped curve. If the physician's application of E/M codes 
overall does not generally reflect a bell shape, it could be an 
indication of up-coding or under-coding and further analysis 
is required. 

Realize that analysis of any billing data is only one indicator. 
A physician having a perfect curve may still be billing 
inaccurately.

Examples of how an E/M benchmark tool may display the 
information:

 • www.aapcps.com/resources/em_utilization.aspx

 • www.cms.gov/Research-Statistics-Data-and-Systems/
Statistics-Trends-and-Reports/MedicareFeeforSvcPartsAB/
downloads/EMSpecialty06.pdf
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Useful external sources
The annual Work Plan from the Office of Inspector General 
(OIG) describes the concerns or risk areas determined by the 
Office of Audit Services, Office of Evaluation and Inspections, 
Office of Investigations, and Office of Counsel to the 
Inspector General. The Work Plan includes projects planned 
in the department’s major entities:

 • Centers for Medicare & Medicaid Services

 • Public health agencies

 • Administrations for Children & Families

 • Administration on Aging

Information is also provided on projects related to issues that 
cut across departmental programs, including state and local 
government use of federal funds, and the functional areas of 
the Office of the Secretary of Health & Human Services (HHS).

Here are examples of topics as published in the HHS Office 
of Inspector General (OIG) Work Plan for FY2013:

 • Physicians – Error rate for incident-to services performed 
by nonphysicians

 • Physicians – Place-of-service coding errors

 • Evaluation and Management Services – Use of modifiers 
during the global surgery period

 • Error-prone providers

 • Anesthesia Services – Payments for personally performed 
services (new)

 • Ophthalmological Services – Questionable billing (new)

 • Part B Imaging Services – Payments for practice expenses

The full list of topics can be found at https://oig.hhs.gov/
reports-and-publications/archives/workplan/2013/Work-
Plan-2013.pdf.

Departments should be staffed with 
people who have the knowledge and 
skills to conduct a professional fee-
coding audit.

Scoring methods to determine an error rate
The next step in preparing an audit is to decide on the 
scoring methodology (pass/fail rate). You may want to 
discuss this with the key stakeholders during planning. The 

following factors drive the type of scoring methodology to 
use and how the analysis of the data will be presented to the 
key stakeholders.

 • What standard scoring methodology will be used and 
how will it be applied to each sample, code and payment 
variance?

 • Will scoring be based on finding errors, fee, payment or 
RVU value comparisons?

 • Will an auditing software system be used?

 • Will the audit be a financial impact analysis report or a 
coding error finding report?

 • Will a claim detail report be created?

There are many different methods to score an audit. Be certain 
the selected method will support the scope and objectives 
and remain consistent throughout the audit process.

Scoring Methodology Example #1
Each line item is worth a total of 10 points. Use the following 
error findings to deduct points:

 • 1 point if modifier is missing or assigned modifier is 
incorrect

 • 2 points if E/M is off by one level

 • 3 points if primary diagnosis incorrect

 • 4 points if E/M is off by two or more levels

 • 5 points if E/M is within the wrong category

 • 10 points if Teaching Physician Guidelines are not met

Scoring Methodology Example #2

 • CPT code billed, CPT fee

 • Auditor CPT Code

 • Auditor CPT Code fee

 • Fee Variance

What data is needed to perform an audit?
Before the audit can start, the following information needs to 
be gathered to prepare for the review. Ask management to 
provide a detailed claim report that includes the following:

1. Patient name

2. Medical record number

3. Provider name

4. Date of service

5. Site of service

6. CPT/HCPCS codes
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7. ICD-9 codes

8. Modifiers

9. Payer

10. Primary allowed amount

When the sample is selected, management will need to 
gather the following information to conduct the review:

1. EMR records

2. Progress notes

3. Inpatient and outpatient documentation

4. Patient health history questionnaires

5. Orders

6. Diagnostic tests

7. Laboratory services

8. Procedure notes

9. Operative reports

10. Signature logs (if electronic signatures are not used)

11. Advanced beneficiary notices

After the documentation is received, verify that all the 
documentation was received for each sample. Any missing 
documentation for the date of service selected for review 
will affect the audit results. It is best to ask for missing 
documentation prior to auditing the claim to improve the 
efficiency of the audit and deliver accurate preliminary 
results to management.

Reporting the audit results
Developing the report is often the most challenging portion 
of the audit. Why? Because there will probably be lots of 
data to summarize in order to meet each key stakeholder’s 
needs and their level of understanding of the complicated 
rules and regulations. A final report may include a claim 
detail audit spreadsheet and a summary report.

A claim detail audit spreadsheet including:

1. Patient information

2. Procedure codes billed

3. Diagnosis codes billed

4. Payment received

5. Procedure codes audited

6. Diagnosis codes audited

7. Correct payment audited

8. Payment variances

9. Detailed error findings

10. Explanation of errors and recommended changes

11. Coding accuracy ratings, and

12. Payment accuracy ratings

A summary report outlining:

1. Scope and objectives

2. Audit criteria

3. Observations

4. Audit findings

5. Recommendations

The summary report should outline each pattern identified in 
the audit and provide a practical solution to address the source 
of the problem. In addition, audit management should consider 
including a recommendation that management conduct 
monitoring to validate the corrective action was effective.

Who is responsible for the follow-up?
Regardless of the findings, provider education should take 
top priority. To successfully improve as a result of the audit, 
an itemized list of coding and documentation errors and 
recommendations should be delivered to the provider. 
The key stakeholders determine only who will deliver the 
message. They must also decide how to deliver the audit 
findings, the observations made, and recommendations for 
the necessary training and education to the provider.

Occasionally findings indicate more investigation and 
potential repayment is necessary. If this occurs, the issue 
should be discussed with counsel to determine whether 
further review is necessary.

Summary
Here are some examples of how conducting professional fee 
coding audits can be beneficial to an organization:

 • Provide valuable information on how effective the 
training programs are for coders and providers

 • Determine how effective the claims processing is within 
Patient Financial Services

 • Identify improvement needs for fee tickets and/or 
provider templates and macros in the Electronic Medical 
Record (EMR)

 • Improve staff coding productivity by reducing re-work 
and improving quality of billed codes

 • Possible revenue opportunities based on documentation 
reviewed NP
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