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Presented By

William L. Malm, ND, RN, CRCR, CMAS, CHIAP, is a member of the Vitalware Client 
Strategies team where he specializes in Pharmacy and charge capture initiatives. He is also 
a nationally recognized author and speaker on topics such as healthcare compliance, 
chargemasters, CMS recovery audits, and international population health reimbursement. 
Malm brings over 25 years of experience with a combination of clinical and financial 
healthcare knowledge that encompasses all aspects of revenue integrity. Previously, Malm 
played a key role in providing revenue integrity and data expertise for an national software 
chargemaster vendor. He has also served at a large IDN as the director of revenue integrity. 
He currently serves as the president for the Certification Council of Medical Auditors. Malm 
has extensive experience with pre- and post-payment audits, having previously worked as a 
systems compliance officer at a large for-profit healthcare system. He also co-hosts Appeal 
Academy’s “Finally Friday” discussions. 
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Agenda

• Overview
• Source authorities (short-term acute care hospitals)

• PEPPER version and updates

• PEPPER resources

• How to use the PEPPER

• PEPPER Reports and Implications for Success
• Importance of Medicare Spending Per Beneficiary

• PEPPER another tool in charge capture environment

• Integrating PEPPER into all aspects of revenue integrity 
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Objectives

• Identify source authorities

• Describe the types of PEPPER reports

• Differentiate coding versus admission types

• Explain the importance of Medicare Spending Per Beneficiary

• Understand different uses for the PEPPER in your institution
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What Is PEPPER and Why Is It Important? 

• To be utilized as part of a comprehensive compliance program

• ACA and OIG have both stressed the importance of a working compliance 
program to ensure that claims are accurate and supported by 
documentation

• “PEPPER is an electronic data report that contains a single hospital’s claims 
data statistics for Medicare-severity diagnosis related groups (DRG) and 
discharges at risk for improper payment due to billing, coding and/or 
admission necessity issues. Each PEPPER contains statistics for the most 
recent twelve federal fiscal quarters for each area at risk for improper 
payments (referred to in the report as ‘target areas’)”
• (PEPPER Manual V. 28) 

5



CMS Compliance Is the Heart of PEPPER

https://www.cms.gov/Research-Statistics-Data-and-Systems/Monitoring-Programs/Medicare-FFS-Compliance-Programs/Data-

Analysis/index.html
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2020 - Resources & Source Authority

• Short-Term Acute Care Program for Evaluating Payment Patterns 
Electronic Report User’s Guide 

• Twenty-Eighth Edition, effective with the Q4FY19 release 

• No update in 2020 as yet

• https://pepper.cbrpepper.org

• PEPPER Training Resources
• https://pepper.cbrpepper.org/Training-Resources/Short-term-Acute-Care-

Hospitals
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Types of PEPPER Reports 
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PEPPER Manual

• Twenty-eighth edition, effective with Q4, fiscal year 2019 release 
• Updated regularly through the year

• Manual updated with the distribution of the PEPPER
• Ex: Quarterly, on or about December 4, 2018; March 6, 2019; June 3, 2019; September 3, 

2019

• Key to use the most current version as coding and admission criteria changes

• Obtaining your documents:
• For acute care, go through the QualityNet portal – this is an electronic 

download through a secure portal and not available by any other method
• Every facility should identify personnel who will be responsible for this activity quarterly 

and ensure distribution to all stakeholders
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PEPPER Internal Stakeholders

• Stakeholders include, but not limited to:
• Revenue integrity (charge capture team)

• Compliance

• Case management

• Patient financial services

• HIM/coding

• CDI

• Medical staff/providers
• Physician advisors

• Creation of an accessible intranet site is recommended

10



PEPPER Resources – Short Term Acute Care Hospital

• Anyone can learn from these resources – easy to understand and very 
thorough
• Chapter 1 – What is PEPPER
• Chapter 2 – What kind of data is summarized in PEPPER
• Chapter 3 – What are the target areas
• Chapter 4 – Difference between percent and percentile
• Chapter 5 

• 5.1 – Top medical and surgical 1-day DRGs
• 5.2 – Medicare Spending Per Beneficiary

• Chapter 6 – Comparison groups
• Chapter 7 – How to use the PEPPER
• Chapter 8 – National & state-level data
• Chapter 9 – How to obtain PEPPER from QualityNet.org
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PEPPER: Short-Term Acute Care Hospitals

• Currently, there are 26 target areas
• 11 coding-focused DRG validation targets

• 15 medical necessity targets (admissions)

• Three years (12 quarters) of data on a rolling basis

• For each target area, CMS has defined a ratio that is calculated from 
your hospital’s billing data

• The general form:
CMS-identified target area DRGs (numerator)

--------------------------------------------

A larger pool of related DRGs (denominator)
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PEPPER Targets: Coding

1. Stroke Intracranial Hemorrhage 

2. Respiratory Infections 

3. Simple Pneumonia 

4. Septicemia 

5. Unrelated OR Procedure 

6. Medical DRGs with CC or MCC

7. Surgical DRGs with CC or MCC

8. Single CC or MCC 

9. Excisional Debridement 

10. Ventilator Support 

11. Emergency Department Evaluation and Management Visits
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PEPPER Targets: Admission/Medical Necessity

1. Transient Ischemic Attack 

2. Chronic Obstructive Pulmonary Disease 

3. Percutaneous Cardiovascular Procedures 

4. Syncope 

5. Other Circulatory System Diagnoses

6. Other Digestive System Diagnoses 

7. Medical Back Problems 

8. Spinal Fusion 

9. Three-Day Skilled Nursing Facility–Qualifying Admissions

10. 30-Day Readmissions to Same Hospital or Elsewhere

11. 30-Day Readmissions to Same Hospital 

12. One-Day Stays for Medical DRGs 

13. One-Day Stays for Surgical DRGs 

14. Two-Day Stays for Medical DRGs 

15. Two-Day Stays for Surgical DRGs 
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Percentages and Percentiles – They Matter

• The simple pneumonia ratio (numerator/denominator) creates a 
percentage. For example, 48% (percentage, not percentile) of your 
pool of PN and COPD inpatients might be discharged with a DRG of 
193 or 194.

• PEPPER ranks your percentages in each target area with other 
hospitals so you can see where you stand and whether you should 
internally audit.

• The percentile is the rank, from 0 to 100, of where your hospital 
stands in comparison to others.
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Percentile Ranking

• For example, if your 48% result for the simple pneumonia ratio at 
your hospital is greater than 70% of other hospitals’ results, you rank 
in the 70th percentile. 30% of hospitals will have a result greater than 
your 48%, and 70% will have a result lower than yours.

• Understand the difference between percentage and percentile with 
PEPPER:
• https://pepper.cbrpepper.org/Portals/0/Documents/PEPPER/PEPPER%20Train

ing%20Chapters/Chapter4_PercentsPercentiles_ST_LT_CAH_IPF_IRF_508.pdf
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Percentile Ranking - High & Low Coding Percentiles

• High and Low percentile only applicable to coding percentiles

• PEPPER arbitrarily defines the 80th percentile as the threshold for 
high outlier status.

• PEPPER arbitrarily defines the 20th percentile as the threshold for 
low outlier status for the coding-focused areas.
• There is no low outlier percentile defined for the medical necessity areas

• KEY CONCEPT: The percentiles are arbitrary in definition so they act only as a 
guideline to judge your performance
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Coding: High Outlier Percentile (80%)

• Generally, if you are a HIGH outlier (> 80th percentile), you may be 
receiving improper payments and are at risk. Validate your discharges 
in the target area to ensure that your documentation supports the DRG 
assignment.
• Example: Stroke ICH. Out of your pool of cerebrovascular disease inpatients (stroke 

and TIA), how often did you bill Medicare for the higher-paying DRGs such as 061 
(acute stroke with thrombolysis with MCC)?

• If this result puts your hospital in the 80th percentile or higher, internally review 
cases for the target DRGs to make sure that the documentation fully supports 
assigning those DRGs at discharge.
• Or, it could mean that you’re treating a large number of very complicated stroke patients!
• Audit the DRG focus areas proactively and randomly, and ensure that documentation 

supports the DRG.
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Coding: Low Outlier Percentile (20%)

• Generally, if you are a LOW outlier (< 20th percentile), you may have an 
opportunity for improvement. You might choose to internally review those 
areas.
• Example: Surgical CC/MCC. Out of your pool of surgical patients discharged during 

the reporting period, how many were assigned a DRG that includes a CC or MCC?

• If this result puts your hospital below the 20th percentile, you might choose to 
review surgical discharges without a CC or MCC to see if improvements could be 
made in surgeons’ documentation or the coding/billing process.
• Or, it could just mean that you are doing surgery on very healthy, uncomplicated patients!

• NOTE: There is no low outlier for admission/medical necessity targets, only 
for the coding targets.
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PEPPER Tells You the Numerator/Denominator
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Medicare Spending Per Beneficiary

• Medicare Spending Per Beneficiary by Claim Type Report 
• Hospital-level Medicare Spending Per Beneficiary (MSPB) is calculated and 

reported annually to support the Hospital Value-Based Purchasing Program. 
Hospital-level statistics are available on the Hospital Compare website at 
https://www.medicare.gov/hospitalcompare/Data/spending-per-hospital-
patient.html. 

• Report is designed to make spending data actionable.

• These statistics can be valuable to hospitals to inform them on the total cost 
of care; however, the existing format of the data is not easily digestible. 

• This report is intended to give a hospital a quick look at where their costs are 
higher or lower than the national median hospital. 
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Medicare Spending Per Beneficiary

• “The MSPB measure evaluates hospitals’ efficiency, as reflected by Medicare payments 
made during an MSPB episode, relative to the efficiency of the median hospital in the 
nation.

• Each episode includes all Medicare Part A and Part B claims with a start date falling 
during the period from three days prior to a hospital admission (i.e., index admission) 
through 30 days after discharge from the hospital. Medicare payment amounts are risk-
adjusted and price-standardized. 

• The PEPPER Team has summarized and reported the MSPB statistics for the most recent 
year available (calendar year 2017). Please note that this report is populated for hospitals 
that have more than 25 episodes in the calendar year. The MSPB calculations do not 
include the following episodes: 
• Episodes where at any time 90 days before or during the episode the beneficiary was enrolled in a 

Medicare Advantage plan or Medicare was the secondary payer. 
• Episodes where the beneficiary becomes deceased during the episode.”

• (PEPPER Short-Term Acute Manual v. 27)
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Medicare Spending Per Beneficiary

• “Episodes in which the index admission inpatient claim had $0 actual payment or a 
$0 standardized payment.

• Acute-to-acute transfers (where a transfer is defined based on the claim discharge 
code) are not considered index admissions. In other words, these cases do not 
generate new MSPB episodes; neither the hospital that transfers a patient to another 
subsection (d) hospital nor the receiving subsection (d) hospital will have an index 
admission or associated MSPB episode attributed to them. 

• Admissions to hospitals that Medicare does not reimburse through the IPPS system 
(e.g., cancer hospitals, critical access hospitals, hospitals in Maryland) are not 
considered index admissions and are therefore not eligible to begin an MSPB 
episode. If an acute-to-acute hospital transfer or a hospitalization in a PPS-exempt 
hospital type happens during the 30-day window following an included index 
admission, however, it will be counted in the measure.” 
• (PEPPER Short-Term Acute Manual v. 27)
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Why is Medicare Spending Important

• Provides a comparison to peer group

• Assists in performing improvement activities for both cost and 
charges

• Over utilization of charges will result in a higher spending 

• Right Time – Right Test or Service – Right Patient – Right Setting

• Charge capture teams can notice, through patterns, increases in 
charges where more judicious use would lead to cost efficiencies
• Example: Laboratory Utilization – Cleveland Clinic
• https://clevelandcliniclabs.com/wp-content/assets/pdfs/publications/2014-

test-utilization.pdf
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PEPPER Limitations

• PEPPER data is only based on Medicare fee-for-service patient 
discharges
• No commercial insurers, no Medicare Advantage, no Medicaid

• PEPPER only includes inpatient data, with two exceptions:
• Percutaneous cardiovascular procedures

• Emergency room E/M coding

• PEPPER compares your hospital to others without regard for 
demographics, service lines, bed count, or geography
• The 11+ case per quarter minimum is the only validity check, and it applies to 

all hospitals regardless of size
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PEPPER Is Designed to Raise a Question, Not Answer It

• PEPPER will never answer a question—it is designed to RAISE 
questions that you will then answer with an internal audit/chart 
review of outlier areas and non-outlier areas alike
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Each Facility’s Obligation

• Previously, revenue cycles waited for the PEPPER to arrive and come 
up with an action plan

• With enhanced auditing by all payers, it is incumbent upon each 
facility to create reports, such as PEPPER, internally and in real time

• You may not be able to track your progress against outside 
institutions, but you can track your progress against yourself
• Identify aberrancies

• Perform root cause analysis
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PEPPER REPORTS
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Example Report – PEPPER

• https://pepper.cbrpepper.org/Portals/0/Documents/Data/Q4FY19/003212_DMSTR_STPEPP_Q4FY19_Hospit
al_R3212.xls

• Workbooks:
• Definitions

• Comparison

• Outlier rank

• Workbooks for each coding metric

• Workbooks for each admission / medical necessity metric

• Medicare Spending Per Beneficiary
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Compare Tab – Instructions

• The Compare Targets Report displays statistics for target areas that have 
reportable data (11+ target discharges) in the most recent time period.

• Percentiles indicate how a hospital’s target area percent compares to the 
target area percent for all hospitals in the respective comparison group.
• For example, if a hospital’s jurisdiction percentile (see below) is 80.0, 80% of the 

hospitals in the Medicare Administrative Contractor (MAC) comparison group have a 
lower percent value than that hospital. The hospital’s state percentile (if displayed) 
and the hospital national percentile values should be interpreted in the same 
manner. Percentiles at or above the 80th percentile for any target areas, or at or 
below the 20th percentile for coding-focused target areas indicate that the hospital 
may be at a higher risk for improper Medicare payments (outlier status). The greater 
the percentile value, in particular the national and/or jurisdiction percentile, the 
greater consideration should be given to that target area.
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Compare Tab – National, State, Jurisdiction, & Sum of 
Payments
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Prioritize – Sum of Payments

• The “Sum of Payments” and “Number of Target Discharges” can also 
be used to help prioritize areas for review. 

• The Compare Targets Report may show that the hospital is at the 85th 
national percentile for the Septicemia target area and at the 83rd 
national percentile for the Single CC or MCC target area. 

• The Single CC or MCC target area has a higher “Sum of Payments”
and “Number of Target Discharges” than the Septicemia target area. 
In this scenario, the Single CC or MCC target area might be given 
priority over the Septicemia target area. 
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National High Outlier Ranking

• Out of all the possible data points in PEPPER (26 target areas x 12 
quarters = 312), how many times did you have a result that placed 
you above the 80th percentile?
• Add them up, rank them with the other 3,000+ hospitals, and determine your 

percentile

• Drawbacks:
• This is biased toward larger hospitals having a greater number of high outliers (smaller 

hospitals have more areas with unreported data due to fewer than 11 cases)

• This does not direct your internal chart reviews to any areas of concern

• High outlier results from as long as 3.5 years ago continue to affect this ranking
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National High Outlier Tab

• The National High Outlier Ranking report provides a comparison to all 
other short-term acute care hospitals in the nation 

• Your hospital's national percentile is used to determine high outlier 
status

• All the quarters for which your hospital is at or above the national 
80th percentile are added up for all the target areas

• The hospital with the greatest total number of high outliers is 
assigned a rank of 1

• The hospital with the second greatest number is assigned a rank of 2, 
and so on
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National High Outlier Tab  
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Coding Tabs – Example Respiratory Infections
Comparing You to You
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Coding Tabs – Graphs
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Medical Necessity/Admission Tabs

38



Medical Necessity/Admission Tabs

• On the medical necessity/admission tabs, you will notice:
• Many of the quarters have no data

• No-data quarters are due to the fact there was less than 11 admissions; 
therefore, they are not reported

• You will also notice there is no lower percentile data or graph
• Only the coding targets have both an upper and lower percentile 

• Priority ranking using Sum of Payments would still be used

• High outliers involving medical necessity/admissions should still be 
addressed
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Medical Necessity/Admission Graph
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Medicare Spending Per Beneficiary
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Medicare Spending Per Beneficiary
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Revenue Integrity & Charge Capture Implications
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Key Implications

• Coding opportunities if over or under the threshold percentiles

• Utilization of services can be a significant concern with value based 
programs – Medicare Spending Per Beneficiary

• PEPPER is key to a functional compliance program

• Use PEPPER as a template for internal audit protocols
• Work with IT / Decision Support / Internal audit to create real time reports 

using the numerator / denominator scenarios

• No need to wait until next PEPPER is released – real time data analysis
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PEPPER and Revenue Management

• Revenue management
• Revenue management/revenue integrity is a match between ensuring 

retention of earned revenue and compliance functions

• To ensure revenue integrity is integrated into high-risk operations, the (ST) 
PEPPER can be invaluable

• Example: Evaluation and Management
• Level 5 (99285) has been part of a number of reviews by the OIG

• Remains a risky E&M

• System “calculators” may be directionally constructed to a higher E & M 

• Very little front-end auditing is performed in most facilities; therefore, automated 
concurrent PEPPER could fit the bill to enhance your compliance
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99285 Is a Risk We Often Ignore 
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CGS Medicare – E/M Risk – Documentation Education

https://cgsmedicare.com/partb/mr/pdf/99285.pdf
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CGS Medicare
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Regular Monitoring Is Mandatory

• Claim submission data is now key to many program payment and 
integrity structures

• Data analytics has never been stronger, so waiting until the next 
PEPPER to show improvement is NOT AN OPTION! 

• Decision support will need to prepare ongoing monitoring
• N: count of emergency department (ED) evaluation and management (E&M) 

visits, highest severity (CPT = 99285, highest-level code) 

• D: count of all ED E&M visits (CPT = 99281, 99282, 99283, 99284, 99285) 

• Decision support/analytics will need to prepare this for daily tracking and 
compile weekly, monthly, and quarterly—BE PROACTIVE
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Regular Monitoring

• With the monitoring, consistent feedback must be given to the 
providers

• Outliers must be resolved urgently—initiate Six Sigma remediation 

• Keys to doing this in real time or close to real time:
• Review documentation—is your EHR helping or hindering the case? 

• Review coding—diagnosis codes and procedure codes are much more 
granular with ICD-10 

• Audit team should be re-deployed to proactive auditing, not just defence 

• Rebill as necessary prior to timely filing

• Rebilling can prevent outlier status if appropriate

50



PEPPER Monitoring

• The monitoring should be divided into two components
• Coding

• Medical necessity

• Operationally, these may differ in the approach toward remediation

• Teaching—definitely can have an impact on the overall results as 
many of the electronic records do not differentiate the attending from 
the resident documentation 
• Review your own documentation

• PRINT THE RECORD and review
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What PEPPER Suggests

• “Comparative data for several consecutive quarters can be used to help 
identify whether the hospital’s target area percent changed significantly 
in either direction from one quarter to the next. This could be an 
indication of a procedural change in admitting, coding or billing practices, 
staff turnover, or a change in medical staff.” 
• https://www.pepperresources.org

• As a facility, real-time or very close to real-time monitoring can indicate a 
shift long before the reports become available. 

• KNOW YOUR TRENDS AND PATTERNS OF BEHAVIOR!

• These monitoring activities are required as part of a comprehensive 
compliance program. 
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Be Proactive – Determine Root Cause

• Once data analytics is prepared, the data must be reviewed and root 
cause evaluation must occur 
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Six Sigma Integrated Into PEPPER

• Institutions should seek out Six Sigma–trained staff

• Integration of a Six Sigma review process for root cause should be 
integrated into the PEPPER process

• Diversify PEPPER concept outside of the limitations of PEPPER and 
create a more robust internal auditing program

• Use daily monitoring of charges as part of your six sigma DMAIC 
(Define, Measure, Analyse, Improve & Control) design
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Performance Improvement

• PEPPER can be another tool in the revenue integrity toolkit

• Performance improvement is based on achieving best practice key 
performance indicators (KPI)

• All of the data tables, graphs, and reports in PEPPER were designed to 
assist the hospital in identifying potential overpayments as well as 
potential underpayments 

• Key Takeaway – compare yourself to others but also compare your 
performance to your historical performance 
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Performance Improvement

• Track the percentages in real time if possible
• Each percentage has a calculated relationship to the percentile

• Create ongoing tracking mechanisms to monitor the percentage each week

• Use the defined numerator and denominators and have reports written so 
that you can replicate the PEPPER at any time 

• The key to performance improvement is to make it ongoing, 
sustainable and real- time—do not wait until the next PEPPER 
release!
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Summation

• Ensure you have a dedicated PEPPER team

• Ensure all stakeholders are on the team

• Designate a person(s) to download from QualityNet and put in secure 
folder on your intranet

• Review PEPPER trend and involve Six Sigma and perform a root cause 
analysis

• Create internal auditing processes that review the pattern from time of first 
presentation through admission, delivery of care, and finally discharge

• Don’t wait for your PEPPER to arrive—achieve data concurrently to avoid 
SURPRISES 
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