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How Did $100 Become $100,000?

The Answer: “Extrapolation”

Extrapolation is a method of using a mathematical formula that takes the audit results from a
small sample of Medicaid paid claims and projects those results over a much larger universe
of claims producing, in many cases, large dollar audit disallowances. A word that also brings
terror and disdain to the hearts of audited Medicaid providers subject to the effects of this
formula. This edition of our newsletter will attempt to de-mystify why it is used, the legal basis
of its use by the state, how it works, and how it can be challenged.

History of Extrapolation in Connecticut

First let’s start with a little history and background of how and why extrapolation came to be
used in the audits of Connecticut Medicaid providers. Back in the 1970’s, the audits of
Medicaid provider billings were performed by auditors pouring over "green bar" computer
paper lists reviewing individual Medicaid paid claims, provider by provider. If something
piqued the auditors’ interest, then a field audit would be performed on a select number of
claims. The number of claims reviewed was mostly dictated by how many claims an auditor
could examine in a week or so of field work, which usually totaled 100 to 200 claims. After
performing their claim review, the auditor would total any disallowances found on the chosen
claims and assess the provider for the total disallowed amount. During this period, audit
disallowances only totaled in the hundreds of dollars with some going over a thousand dollars.
Audits during this time mainly concentrated on finding fraud rather than generating large
disallowances. This practice, however, changed drastically around 1980 when extrapolation
was introduced in Connecticut.

At that time, a new Medicaid audit director was hired at the then Department of Income
Maintenance. He brought with him the idea that using random sampling and extrapolation as
an audit method would be more effective and would produce results that mirrored what an
audit would indeed find if the State had the resources to audit all paid claims for a finite claim
universe. He convinced the Department’s administration to hire a consultant to develop
statistically valid sampling and extrapolation formulas. Once those formulas were in place, he
rolled out the use of extrapolation, starting with the audits of hospitals and quickly spread its
use to all Medicaid provider types. Although there was initial resistance in the provider
community, the use of extrapolation was imbedded within the Medicaid audit process and the
formulas developed back then are still in use today.

Why Extrapolate and How It Works

The practical theory behind the use of extrapolation in Medicaid audits is simply that the
program is too large to audit it any other way. In Connecticut, tens of millions of individual
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Medicaid claims are paid annually to thousands of
Medicaid providers throughout the state, consuming
billions of dollars in state revenue. Providing
adequate audit coverage for a program this size
would require an army of auditors if the audits had to
be performed on a claim by claim basis. Connecticut
believes that utilizing sampling and extrapolation
provides audit coverage over a much more significant
portion of the Medicaid budget and also identifies
and recoups overpayments in the tens of millions of
dollars a year.

As stated earlier, extrapolation is really a
mathematical formula. The actual formula used by
the Department of Social Services (DSS) to ensure
that its extrapolation is statistically valid is fairly
complex. The details of that formula, along with a
discussion of confidence intervals and other
statistical requirements, are too technical to be
covered in this article. However, the actual
mathematical calculation of the audit disallowances
resulting from this formula is quite simple. To
understand this computation we will offer a simple
example.

An audit usually consists of a sample of 100 to 200
paid claims pulled at random from a universe of
claims that normally covers a two year period. For
this example, we will assume a 100 paid claim
sample was selected from a universe of 20,000
claims. The audit of each of the 100 claims is
performed and audit disallowances on the individual
claims are totaled. In this instance, it is presumed
the auditors found ten cases with errors and the
dollar value of those ten errors totaled $300. This
total error amount ($300) is then divided by the
sample size (100) to produce an average error per
sample case of $3.00. This amount ($3.00) is then
multiplied by the total audit universe (20,000) to
produce a total extrapolated audit adjustment of
$60,000. Quite simple, yet, quite expensive to
providers.

To show some actual extrapolation results, we have
detailed the extrapolated audit adjustments for six
recently released Medicaid audits performed by DSS.
As can be seen, small total actual dollar errors found
in the following chart (column 3) can result in large
overall dollar adjustments when extrapolated.
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Audit Sample Sample Extrapolated
Universe Size Error Dollars Error Amount
57,906 200 $528.16 $144,818.83
26,190 100 $653.82 $171,235.46
10,570 100 $35,277.49 $3,728,830.69
22,857 100 $1,309.68 $301,721.77
35,508 100 $624.98 $226,208.90
804,792 200 $122.36 $654,683.24

Is this Legal?

One of the main questions providers ask when
subject to an audit using sampling and extrapolation
is: Can this be legal? Well the simple answer is, yes.
Again some history is needed.

Prior to 2005, the use of extrapolation was not
mentioned in any Connecticut state statute,
regulation or policy. That changed when the state
legislature passed Public Act No. 05-195 or what was
known as the "audit bill."

This bill codified a number of issues concerning how
DSS audits are to be conducted and, for the first
time, set into law the use of extrapolation in these
audits. Specifically, the law states:

"A finding of overpayment or underpayment to a
provider in a program operated or administered by
the department... shall not be based on
extrapolated projections unless (A) there is a
sustained or high level of payment error involving
the provider, (B) documented educational
intervention has failed to correct the level of
payment error, or (C) the value of the claims in
aggregate exceeds one hundred fifty thousand
dollars on an annual basis"

Some audited providers misinterpret the actual
meaning of this passage; they believe that DSS has
to use A, B and C before it can use extrapolation.
Rather, DSS can use any of the three criteria to
support the use of extrapolation because the bill is
written with the word "or." In the vast majority of
audits performed, criterion C is used to support
extrapolation. As a result, any provider with paid
claims totaling over $150,000 per year, if audited,
will have the results of the audit computed through
the use of extrapolation.
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Since the passage of the audit bill in 2005, there have been a number of attempts to amend the bill to weaken
DSS’ ability to use extrapolation but all attempts to date have failed.

In addition to the passage of the audit bill, there was a Connecticut State Supreme Court case opinion in 2008
that provided additional legal support for the use of extrapolation. In the case, Goldstar Medical Services, Inc.,
et al. v. Department of Social Services, Goldstar, an oxygen provider, questioned the legality of DSS using
extrapolation to determine "the total amount of excessive reimbursement Goldstar had received."

In this case, the Supreme Court ruled in DSS’s favor. The opinion specifically states, "the department’s use of
the extrapolation method was appropriate." In reaching this conclusion, the Supreme Court cited a number of
state and federal court cases that supported the use of extrapolation in Medicaid and Medicare audits.

The opinion further confirms, "It is well established that proof of damages through the use of statistics and
statistical sampling has been endorsed in numerous cases involving Medicare and Medicaid overpayments."

The court also cited several federal regulations that it concluded not only allowed but mandated that DSS
utilize statistical methods for determining overpayments in the Medicaid program. In such opinion the court
states,

"Federal regulatory authority thus requires states to ensure that Medicaid funds are allocated
appropriately and simultaneously recognizes the impracticality of discrete assessment of claims in an
effort to recoup overpayments where a multitude of claims is involved. Given the nature of the Medicaid
program as a state and federal cooperative regime, it would be incongruous to interpret our statutory
scheme to disallow a practice that is recognized at the federal level as the only feasible method of
recouping funds that improperly have been procured.”

While both the "audit bill" and the Supreme Court decision appear to strongly support the legality of the use of
extrapolation in Connecticut, this does not mean that extrapolation, as a concept, cannot be challenged again
in court. It is possible, if not probable, that the statistical formulas and methodology used by DSS may one day
be questioned by a provider in court. Whether that happens and the challenge is successful, only time and
circumstances will tell.

Can | Challenge My Extrapolated Results?

In the meantime, while the legality of the use of sampling and extrapolation are supported by state law and the
courts, providers may still challenge the results of extrapolation on a variety of grounds that depend on the
nature of the claims and samples selected for extrapolation. Providers still need to review both the sample and
the extrapolation to ensure it produces a valid result for their particular audit. Although the actual computation
of the extrapolated audit disallowance is a fairly simple mathematical exercise, there can be situations in a
particular audit where the extrapolation may not work. In such circumstances, a provider will have to perform a
thorough analysis of the sample, the universe and other factors, such as the error type cited in the report, in
order to make its case to DSS.

In Summary
Sampling and extrapolation has been part of the Connecticut Medicaid audit process for almost 30 years and

will probably be around for as long as there are Medicaid audits. Providers need to understand how it works
and if it works for their particular audit situation since the financial effects of extrapolation are significant.
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SUBMIT YOUR QUESTIONS AND/OR
COMMENTS TO:
attorneys@tcors.com

TCORS MEDICAID AUDIT SERVICES

e Educational Seminars
We help you understand the DSS Medicaid audit
process, and proper billing, coding and documenta-
tion procedures.

e Periodic Record Reviews
We replicate an actual Medicaid audit to determine
your organization’s compliance weaknesses that
could save you from costly financial disallowances
and extrapolated audit adjustments.

e Assistance During the Audit Process
We assist your organization in developing defenses
in response to any draft and/or final audit reports
and in negotiating settlements.

e Appeal Audit Decisions
We will represent you throughout the entire appeal

process

Contact Jim Wietrak and/or Robert Tobin
To Set Up A Personalized Meeting

James Wietrak (Director of Medicaid Audit Services at TCORS)

Prior to joining the firm as a director of Medicaid
audit services Mr. Wietrak was the Acting Deputy
Commissioner of the Connecticut Department of
Social Services. As such he was responsible for
the operations of the DSS Bureau of Administra-
tion. From 1993- 2009 Mr. Wietrak was the Di-
rector of Quality Assurance at DSS, where he di-
rected audits of Medicaid providers and directed
recipient and provider fraud prevention and de-
tection activities. He also served as the DSS Project Manager for the
department’s Data Warehouse and Decision Support System and di-
rected third party liability and asset recovery projects that resulted in
recovery and cost avoidance of $190 million annually. Additionally, he
directed quality control reviews of Medicaid, Food Stamps and other
federally funded assistance programs. From 1984 - 1993 Mr. Wietrak
managed audits of Medicaid providers, fraud prevention and detection
activities, and audits of the General Assistance Program.

DISCLAIMER: Tobin, Carberry, O'Malley, Riley & Selinger, P.C. (TCORS) assumes no responsibility for the accuracy or timeliness of any information provided herein. The information
contained herein is for informational purposes only and is not legal advice or a substitute for legal counsel. This information is not intended to create, and receipt of it does not
constitute, an attorney-client relationship. We cannot provide legal advice or represent you until we know that doing so will not create a conflict of interest and enter into a mutually

acceptable written engagement with you..



