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EXECUTIVE SUMMARY 

BACKGROUND 

Prior to 1998, Medicare paid the costs of individual services provided to skilled nursing facility 
(SNF) patients using a retrospective reimbursement system.  This system was vulnerable to 
abusive billing schemes because Medicare reimbursed SNFs for their actual costs, thus giving 
them a strong incentive to provide unnecessary and overpriced services to increase their 
Medicare payments.  Our prior audit work1 confirmed that some SNFs provided overpriced and 
unnecessary infusion therapy services that may have harmed patients.2 

Currently, Medicare pays SNFs a daily rate to cover skilled services (e.g., infusion therapy, 
rehabilitation therapy, nursing) provided to Medicare patients during each day of a covered SNF 
stay; it does not base payments on the cost of individual services.  For billing purposes, SNFs 
complete an assessment form called a Minimum Data Set (MDS) that places a patient in a 
specific payment group, known as a Resource Utilization Group (RUG), based on the patient’s 
care and resource needs. 

Although Medicare pays SNFs a daily rate based on each assigned RUG, it requires SNFs to 
record the charge for each service, such as infusion therapy, on each Medicare claim and to 
summarize the related charges in their annual cost reports.  The Centers for Medicare & 
Medicaid Services (CMS) uses this information for various rate-setting and payment-refinement 
activities. 

SNFs periodically assess patients’ clinical progress.  If a patient’s condition changes 
substantially, the SNF may adjust the patient’s MDS and reassign the patient a different RUG; 
Medicare would then increase or decrease the SNF’s payment accordingly.             

A single SNF claim may have multiple RUGs that cover different periods and correspond to 
different payment rates.  When claims have multiple RUGs, medical reviewers must evaluate 
each RUG independently. As a result, medical reviewers may make multiple determinations on 
a single claim. 

OBJECTIVE 

Our objective was to determine whether Regent Care Center (Regent) of Laredo, Texas, 
provided patients with skilled services, particularly infusion therapy services, that were 
medically necessary and adequately supported by medical documentation.         

1We issued “Infusion Therapy Services Provided in Skilled Nursing Facilities” (A-06-99-00058) on December 13, 
1999. 

2In infusion therapy, medication is administered intermittently or continuously into a vein.  Intravenous 
administration is the fastest way to deliver fluids throughout the body.   
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SUMMARY OF FINDINGS 

For the period July 1 through December 31, 2002, Regent submitted 50 claims, each of which 
included charges for infusion therapy services.3  Because SNFs are reimbursed based on the 
RUGs that appear on claims and not on the services provided by the SNF, medical reviewers 
performed a complete medical review of all skilled services provided to patients to determine 
whether RUGs were correctly assigned on all 50 claims.  In addition, medical reviewers 
identified whether the infusion therapy services were medically necessary and adequately 
documented.  The results of the skilled services and infusion therapy reviews are provided 
below. 

Medical Review of All Skilled Services 

A complete medical review of all skilled services on the 50 claims showed that Regent was 
properly reimbursed for 6 claims. However, of the 44 remaining claims, medical reviewers 
made the following recommendations:  

• 	 Thirty-eight claims should either be denied or partially denied because skilled services 
were not medically necessary at (1) the intense level provided in an SNF4 and/or (2) the 
RUG level claimed.  These errors occurred because Regent did not have a full 
understanding of SNF medical necessity requirements.  

• 	 Six claims should be denied because they were not supported by adequate 
documentation.  These errors occurred because Regent did not follow controls in place to 
ensure that it supported all Medicare claims with sufficient medical documentation. 

Because of these errors, Medicare overpaid Regent $136,292 for services that did not meet 
Medicare requirements. 

Medical Review of Infusion Therapy Services   

A review of infusion therapy services on the 50 claims showed that: 

• 	 Twenty-one claims included charges for infusion therapy services that were medically 
necessary and adequately documented.  However, 2 of the 21 claims included infusion 
therapy services that could have been rendered in a nonskilled setting.  These errors 
occurred because Regent did not have a full understanding of SNF medical necessity 
requirements.  

• 	 Twenty-nine claims incorrectly included charges for infusion therapy services that 
Regent did not render. On 28 of these claims, charges for infusion therapy services 
should have been reported as pharmacy charges.5  These errors occurred because Regent 

3 Of these 50 claims, 33 contained at least one rehabilitation RUG.

4 In these situations, services could have been provided in a nonskilled setting.

5 We could not locate an invoice for the remaining claim and, therefore, could not determine whether charges for

infusion therapy services should have been reported as pharmacy charges.
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did not have adequate controls in place to ensure that it properly coded each service on 
the claims.  

Though these errors did not result in overpayments, SNFs should accurately record charges for 
services on Medicare claims because CMS uses this information for various rate-setting and 
payment-refinement activities.  

RECOMMENDATIONS 

We recommend that Regent: 

• 	 refund to the Medicare program $136,292 in overpayments, 

• 	 provide training to its staff to ensure that it fully understands and complies with SNF 
medical necessity requirements so that future claims comply with these requirements,   

• 	 ensure that its staff follows controls in place so that all Medicare claims are supported 
with adequate medical documentation, 

• 	 reclassify the improperly reported pharmacy services and submit a revised Medicare cost 
report, and 

• 	 establish adequate controls to ensure that claims are properly coded.  

REGENT’S COMMENTS 

In its comments to our draft report, Regent agreed with our recommendations.  Collectively, the 
full text of Regent’s comments is included at Appendixes B and C.   
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INTRODUCTION 


BACKGROUND 

Skilled nursing facilities (SNFs) provide daily services that include infusion therapy; speech, 
occupational, and physical therapies; and transfusions.  Services must be provided by, or under 
the direct supervision of, skilled nursing or rehabilitation professionals and be for a condition 
previously treated at a hospital. 

Medicare’s Prospective Payment System for Skilled Nursing Facilities 

Prior to 1998, Medicare paid the cost of individual services provided to SNF patients using a 
retrospective reimbursement system.  This system was vulnerable to abusive billing schemes 
because Medicare reimbursed SNFs for their actual costs, thus giving them a strong incentive to 
provide unnecessary and overpriced services to increase their Medicare payments.  Our prior 
audit work1 confirmed that some SNFs provided overpriced and unnecessary infusion therapy 
services that may have harmed patients.2 

The Balanced Budget Act of 1997 mandated the implementation of a prospective payment 
system that pays SNFs a daily rate to cover skilled services (e.g., infusion therapy, rehabilitation 
therapy, nursing) provided to a patient during each day of a covered SNF stay.  Therefore, 
Medicare no longer bases payments on the cost of individual services. For billing purposes, 
SNFs complete a Minimum Data Set (MDS) assessment form that classifies a patient into a 
specific payment group, known as a Resource Utilization Group (RUG), based on the patient’s 
care and resource needs. 

Federal regulations require SNFs to complete MDSs on the 5th, 14th, 30th, 60th, and 90th days of 
patients’ stays, and whenever a patient’s medical condition substantially changes.  The 5-day 
MDS includes the patient’s initial recommended treatment and the corresponding RUG.  SNFs 
periodically assess patients’ progress.  If a patient’s condition changes substantially, the SNF 
may adjust the patient’s MDS and reassign the patient a different RUG; Medicare would then 
increase or decrease the SNF’s payment accordingly.          

A single SNF claim may have multiple RUGs that cover different periods and correspond to 
different payment rates.  When claims have multiple RUGs, medical reviewers must evaluate 
each RUG independently. As a result, medical reviewers may make multiple determinations on 
a single claim. 

Skilled Nursing Facilities Must Record Individual Services on Medicare Claims 

Although Medicare pays SNFs a daily rate based on each assigned RUG, Medicare requires 
SNFs to record the charges for all services on each Medicare claim.  SNFs assign these costs to 

1 We issued “Infusion Therapy Services Provided in Skilled Nursing Facilities” (A-06-99-00058) on December 13, 

1999.

2 In infusion therapy, medication is administered intermittently or continuously into a vein.  Intravenous 

administration is the fastest way to deliver fluids throughout the body.  
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revenue codes, each representing a specific service, such as infusion therapy, nursing care, or 
physical therapy. SNFs use the revenue code data to prepare their annual cost reports. 

The accuracy of the cost reports is critical. The Centers for Medicare & Medicaid Services 
(CMS) uses this information for various rate-setting and payment-refinement activities that 
include updating price indexes for revising Medicare payment rates, projecting future Medicare 
expenditures, and determining adequate deductibles and premiums.  In addition, the Government 
Accountability Office, the Office of Management and Budget, and other Federal agencies depend 
on accurate cost report information when conducting audits and evaluating SNFs.    

Medicare Program Safeguard Contractors 

The Health Insurance Portability and Accountability Act of 1996 established the Medicare 
Integrity Program, in part, to strengthen CMS’s ability to deter fraud and abuse in the Medicare 
program.  In accordance with this legislation, CMS created program safeguard contractors to 
perform medical reviews, cost report audits, data analysis, provider education, and fraud 
detection and prevention. Under a contract with CMS, TriCenturion performs fraud and abuse 
safeguard functions for the Medicare Part A workload in Texas.  TriCenturion performed the 
medical review for this audit.  

Regent Care Center 

Located in Laredo, Texas, Regent Care Center (Regent) is a nursing home with a Medicare-
certified skilled nursing unit. 

OBJECTIVE, SCOPE, AND METHODOLOGY 

Objective 

Our objective was to determine whether Regent provided patients with skilled services, 
particularly infusion therapy services, that were medically necessary and adequately 
supported by medical documentation.           

Scope 

We selected Regent for our review because it had claimed charges for infusion therapy services 
that were among the highest of all Texas SNFs for dates of service from July 1 through 
December 31, 2002.  During this period, Regent submitted 50 claims that totaled $189,176 and 
contained infusion therapy services. 

We limited our review of internal controls to gaining an understanding of Regent’s policies and 
procedures for (1) assessing patient care needs and completing their MDSs, (2) maintaining 
medical records, and (3) coding infusion therapy charges on Medicare claims.  We performed 
our fieldwork at Regent Care Center in Laredo, Texas.                
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Methodology 

To accomplish our objective, we: 

• 	 reviewed the applicable laws, regulations, and guidance concerning the Medicare 
payment process for SNFs;            

• 	 interviewed Regent officials and reviewed Regent’s policies and procedures for (1) 
assessing patient care needs and completing their MDSs, (2) maintaining medical 
records, and (3) coding infusion therapy charges on Medicare claims;        

• 	 obtained Regent’s medical records for the 50 claims;                 

• 	 compared infusion therapy invoice amounts to infusion therapy charges on Medicare 
claims;         

• 	 forwarded the medical records for the claims to TriCenturion’s medical reviewers to 
determine whether the claimed services were medically necessary and supported by 
adequate documentation; and  

• 	 obtained the medical review results on the sample claims and verified the overpayment 
amounts calculated by Mutual of Omaha, Regent’s fiscal intermediary.          

We conducted our audit in accordance with generally accepted government auditing standards.   

FINDINGS AND RECOMMENDATIONS 

For the period July 1 through December 31, 2002, Regent submitted 50 claims, each of which 
included charges for infusion therapy services.3  Because SNFs are reimbursed based on RUGs 
that appear on claims and not on the services provided by the SNF, the medical reviewers also 
performed a complete medical review of all skilled services provided to patients to determine 
whether RUGs were correctly assigned on all 50 claims.  In addition, medical reviewers 
identified whether these infusion therapy services were medically necessary and adequately 
documented.  The results of the skilled services and infusion therapy reviews are provided 
below. 

Medical Review of All Skilled Services 

A complete medical review of all skilled services on the 50 claims showed that Regent was 
properly reimbursed for 6 claims.  However, of the 44 remaining claims, medical reviewers 
made the following recommendations:  

3 Of these 50 claims, 33 contained at least one rehabilitation RUG.  
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• 	 Thirty-eight claims should either be denied or partially denied because skilled services 
were not medically necessary at (1) the intense level provided in an SNF4 and/or (2) the 
RUG level claimed.  These errors occurred because Regent did not have a full 
understanding of SNF medical necessity requirements.  

• 	 Six claims should be denied because they were not supported by adequate 
documentation.  These errors occurred because Regent did not follow controls in place to 
ensure that it supported all Medicare claims with sufficient medical documentation.         

Appendix A contains a more detailed breakdown of the medical reviewers’ findings on the 50 
claims.            

Because of these errors, Medicare overpaid Regent $136,292 for services that did not meet 
Medicare requirements.                 

Medical Review of Infusion Therapy Services 

A review of infusion therapy services on the 50 claims showed that: 

• 	 Twenty-one claims included charges for infusion therapy services that were medically 
necessary and adequately documented.  However, 2 of the 21 claims included infusion 
therapy services that could have been rendered in a nonskilled setting.  These errors 
occurred because Regent did not have a full understanding of SNF medical necessity 
requirements. 

• 	 Twenty-nine claims incorrectly included charges for infusion therapy services that 
Regent did not render. On 28 of these claims, the charges for infusion therapy services 
should have been reported as pharmacy charges.5  These errors occurred because Regent 
did not have adequate controls in place to ensure that it properly coded each service on 
the claims.  

Though these errors did not result in overpayments, SNFs should accurately record the charges 
for services on Medicare claims because CMS uses this information for various rate-setting and 
payment-refinement activities.      

MEDICAL REVIEW OF ALL SKILLED SERVICES 

Services Were Not Medically Necessary  

Pursuant to Title XVIII of the Social Security Act, section 1862(a)(1)(A), no payment may be 
made under Part A or Part B of Medicare for items or services that are not reasonable and 

4 In these situations, services could have been provided in a nonskilled setting.

5 We could not locate an invoice for the remaining claim and, therefore, could not determine whether charges for

infusion therapy services should have been reported as pharmacy charges.


4 




necessary for the diagnosis or treatment of an illness or injury, or for improving the functioning 
of a malformed body member.  

Pursuant to 42 CFR § 409.31(b), Medicare generally covers skilled care if (1) the beneficiary 
requires skilled nursing or skilled rehabilitation, or both, daily; (2) the beneficiary needs care for 
a condition previously treated in a hospital or critical access hospital; and (3) the skilled services, 
as a practical matter, can be provided only in an SNF on an inpatient basis. 

Pursuant to 42 CFR § 424.20, SNFs must assign patients to the RUG category that represents 
the required level of care.  Regulations (42 CFR § 413.343(b)) also require periodic 
assessments of the patients’ conditions and adjustments to the MDSs when the patients’ 
conditions change. 

The “Medicare Part A Intermediary Manual,” sections 3101.9, 3101.10A, and 3132.3, also 
requires that, for rehabilitation therapy to be considered reasonable and necessary, the therapy 
must be provided to patients who are expected to improve significantly in a reasonable and 
generally predictable period. 

The medical reviewers recommended that RUGS on 38 of the 50 claims reviewed should be 
denied or downcoded. For these 38 claims, which included 66 RUGs, the medical reviewers 
determined that 5 RUGs were medically necessary and supported by adequate documentation.  
For the remaining 61 RUGs, the reviewers recommended that:  

• 	 45 RUGs be denied because all of the services were not medically necessary at the 
intense level provided in an SNF and 

• 	 16 RUGs be downcoded because some of the services were not medically necessary at 
the RUG level claimed.         

The reviewers cited multiple reasons for recommending either to deny or downcode the claims.  
The following two examples illustrate these reasons. 

• 	 A 75-year-old patient with a history of dementia was admitted to a hospital with fever, 
tachycardia, and hypertension. She received infusion therapy at the hospital and was 
discharged to Regent, where she received care that included both rehabilitation therapy 
and infusion therapy.  The patient depended on staff for all of her care and mobility and 
required 24-hour nursing supervision for her chronically debilitated condition.  The 
medical reviewers stated that her condition could not be expected to improve 
significantly within a reasonable and generally predictable period.  Given her deteriorated 
mental and physical status, she could not participate meaningfully or obtain any long-
term benefit from skilled rehabilitation therapy.  The medical reviewers determined that 
she did not require skilled rehabilitation therapy and recommended that one of the 
rehabilitation RUGs on the claim be downcoded to an extensive services RUG, and the 
remaining rehabilitation RUG be denied. 
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• 	 A 76-year-old patient with Parkinson’s disease and Alzheimer’s disease was hospitalized 
with acute bronchitis and pneumonia.  Once his condition stabilized, he transferred to 
Regent for skilled rehabilitation therapy.  However, according to the medical reviewers, 
his condition did not warrant care that could be provided only in an SNF setting.  
Moreover, the Regent admission orders did not specify the patient’s level of care.  
Finally, the medical reviewers concluded that it was unrealistic to expect the patient to 
attain long-term benefit from skilled rehabilitation therapy.  Therefore, the reviewers 
recommended that the rehabilitation RUGs be denied.   

Regent completed patients’ MDSs based on physician orders, evaluations, and hospital discharge 
summaries. In addition, Regent staff met weekly to discuss each patient’s status.  However, 
based on the medical reviewers’ determinations and interviews with nursing home officials, 
Regent did not have a full understanding of the SNF medical necessity requirements, as stated 
above. As a result, Medicare overpaid Regent $108,363 for services that were not medically 
necessary. 

Claims Were Not Supported by Adequate Documentation 

Pursuant to Title XVIII of the Social Security Act, section 1819(b)(6)(C), SNFs must maintain 
clinical records, including MDSs and written plans of care, that adequately support the need for 
services provided to all SNF patients.  Furthermore, 42 CFR § 483.40 requires that the physician 
approve orders for SNF care in writing. 

The medical reviewers recommended denying 6 of the 50 claims reviewed because the services 
were not supported with valid physicians’ orders that would have qualified the patients for 
skilled care.6  For these 6 claims, which included 11 RUGs, the medical reviewers recommended 
that all of the RUGs be denied. 

Regent did not follow the controls in place for maintaining the complete medical documentation 
needed to support the claims.  Specifically, a Regent official stated that, although the facility had 
established procedures to ensure that patients’ medical records were complete, these procedures 
were not always followed. For instance, the official had instructed the staff to file medical 
documentation daily and to conduct periodic, random chart audits to ensure that the 
documentation was complete.  However, the official stated that the staff routinely filed medical 
records on a weekly or monthly basis and did not conduct periodic chart audits.  As a result, 
Medicare overpaid Regent $27,929 for services that were not supported by adequate 
documentation.               

MEDICAL REVIEW OF INFUSION THERAPY SERVICES 

According to the CMS “Skilled Nursing Facility Manual,” chapter 5, section 515.3(B), SNFs are 
required to use the proper revenue codes to report individual services on Medicare claims. 

6 Although the medical reviewers denied only 6 claims for inadequate documentation, they also noted some 
documentation deficiencies on 26 other claims that were denied primarily for lack of medical necessity.  However, 
in all of those cases, the reviewers were able to base their determinations on the available documentation. 
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Of the 50 claims reviewed for infusion therapy services: 

• 	 Twenty-one claims included charges for infusion therapy services that were medically 
necessary and adequately documented.7  However, 2 of the 21 claims included infusion 
therapy services that could have been rendered in a nonskilled setting.  Based on the 
medical reviews and interviews with nursing home officials, Regent did not have a full 
understanding of the SNF medical necessity requirements. 

• 	 Twenty-nine claims incorrectly included charges for infusion therapy services that 
Regent did not render. On 28 of these claims, the charges for infusion therapy services 
should have been reported as pharmacy charges.8  These errors occurred because Regent 
did not have adequate controls in place to ensure that it properly coded each service on 
the claims.  A Regent official had trained an employee to code skilled services correctly 
but had failed to review the employee’s work.  As a result, Regent improperly reported 
pharmacy charges as infusion therapy charges on Medicare claims.9 

Though these errors did not result in overpayments, SNFs should accurately record charges for 
services on Medicare claims because CMS uses this information for various rate-setting and 
payment-refinement activities.                          

CONCLUSION 

From July 1 through December 31, 2002, Regent:  

• 	 received $136,292 for Medicare claims that were either medically unnecessary or 
inadequately documented; and          

• 	 reported on its Medicare cost report inflated infusion therapy charges that could affect 
future SNF rate-setting and payment-refinement activities. 

RECOMMENDATIONS 

We recommend that Regent: 

• 	 refund to the Medicare program $136,292 in overpayments, 

• 	 provide training to its staff to ensure that it fully understands and complies with SNF 
medical necessity requirements,   

7 In addition, Regent incorrectly reported pharmacy charges as infusion therapy charges for 4 of these 21 claims.  

Further, we could not locate invoices for 8 of these 21 claims and, therefore, could not determine whether these 

eight claims were proper.

8 We could not locate an invoice for the remaining claim and, therefore, could not determine whether charges for

infusion therapy services should have been reported as pharmacy charges.

9 All claims with coding errors included dates of service during September 2002.
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• 	 ensure that its staff follows controls in place so that all Medicare claims are supported 
with adequate medical documentation, 

• 	 reclassify the improperly reported pharmacy services and submit a revised Medicare cost 
report, and 

• 	 establish adequate controls to ensure that claims are properly coded.  

REGENT’S COMMENTS 

In its comments to our draft report, Regent agreed with our recommendations.  Regent responded 
that since FY 2004, its staff had participated in various Medicare-specific training sessions on 
clinical, financial, and documentation issues.  Additionally, Regent also stated that it had (1) 
implemented systems to ensure that proper documentation procedures are followed and that 
patient-specific treatments are administered in accordance with Medicare requirements and (2) 
installed controls to ensure that claims are properly coded.   

Collectively, the full text of Regent’s comments is included at Appendixes B and C.  
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APPENDIX A 
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MEDICAL REVIEW DETERMINATIONS 
FOR THE 50 CLAIMS 

A single claim can have multiple Resource Utilization Groups (RUGs) that cover different 
periods and pay different payment rates.  When claims have multiple RUGs, medical reviewers 
must evaluate each RUG independently and make individual decisions on each one.  The table 
below summarizes the medical review determinations for the 50 claims, including the total 
number of RUGs for each determination category and a breakdown of the number of RUGs 
denied, downcoded, and allowed. 

Table 1: Summary of Resource Utilization Groups for the 50 Claims

 Recommendations 
Medical 
Determination 

No. of 
Claims 

Total No. 
of Rugs 

No. of RUGs 
Denied 

No. of RUGs 
Downcoded 

No. of RUGs 
Allowed 

Claims Allowed 6 7 - - 7 
Medically 
Unnecessary 

38 66 45 16 5 

Lack of Supporting 
Documentation 

6 11 11 - -

Total 50 84 56 16 12 

Table 2: Detail of RUGs for the 50 Claims 

The table below lists detailed information for the 50 claims reviewed and the medical reviewers’ 
recommendations for each claim.

 Recommendations 

Claim 
No. 

Error 
Category 

Total No. 
of RUGs 

No. of 
RUGs 
Denied 

No. of 
RUGs 

Downcoded 

No. of 
RUGs 

Allowed 
1 M 2 1 1 
2 M 2 2 
3 M 2 2 
4 M 2 1 1 
5 M 1 1 
6 M 1 1 
7 D 3 3 
8 M 1 1 
9 M 1 1 
10 1 1 
11 D 1 1 
12 M 1 1 
13 M 1 1 
14 M 1 1 
15 M 1 1 
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Claim 
No. 

Error 
Category 

Total No. 
of RUGs 

No. of 
RUGs 
Denied 

No. of 
RUGs 

Downcoded 

No. of 
RUGs 

Allowed 
16 2 2 
17 M 2 1 1 
18 M 2 2 
19 M 1 1 
20 M 2 1 1 
21 M 2 1 1 
22 1 1 
23 M 3 2 1 
24 M 3 1 1 1 
25 M 1 1 
26 D 3 3 
27 M 3 3 
28 M 3 3 
29 M 2 2 
30 M 1 1 
31 M 2 2 
32 M 2 2 
33 M 1 1 
34 M 2 2 
35 M 2 1 1 
36 D 2 2 
37 M 1 1 
38 M 2 2 
39 M 2 2 
40 1 1 
41 1 1 
42 D 1 1 
43 M 2 2 
44 M 2 2 
45 1 1 
46 M 1 1 
47 M 1 1 
48 D 1 1 
49 M 2 2 
50 M 3 3 

Total 84 56 16 12 

Error Categories 
M = Medically unnecessary 
D = Lack of supporting documentation 
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