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MDS Annual Audit 

Baseline Audit 
During the calendar month before the facility’s scheduled MDS annual audit, Telligen requests and 
receives a file from Myers and Stauffer LC (MSLC) through the MSLC FTP site. Telligen requests the file 
by the 15th of the prior month and MSLC provides the file by the 25th. 

One file is created for each facility. This file is broken into two parts: 

• The first part includes all initial sample assessments to be reviewed during the baseline phase of 
the MDS Annual Audit.  

• The second part includes all expanded sample assessments to be reviewed during an expanded 
MDS audit (if necessary). 

The samples for both the initial and expanded reviews are taken from the 90-day period prior to the 
date of Telligen’s request. The sample includes 20 percent (rounded to the nearest whole number) of 



 
 

the occupied beds, or 20 assessments, whichever is greater.1 The sample is stratified across each major 
RUGS domain represented in the facility.    

Expanded Sample 
The purpose of the audit is to capture an accurate picture of the facility’s documentation of MDS data. If 
Telligen finds errors during the baseline audit that are likely to result in a negative error rate of greater 
than 20 percent, Telligen may expand the audit to include additional assessments to be reviewed. This 
does not automatically mean that the facility qualifies for a penalty audit. This expansion reduces the 
impact of outliers in order to improve the accuracy of the facility’s final score. 

This expansion of the annual audit will occur while on site. Reviews are completed in the same manner 
as written under the MDS Annual Audit. All reviews should be done using the expanded sample sent by 
MSLC during the initial request. This expanded audit should be completed on the same day, when 
possible, or within the next 3 business days if necessary. 

Closing out the Audit 
Telligen completes the review and requires the facility to sign off that the review was completed. This 
documentation is kept on file and made available to the Department when requested.   

Telligen uploads the audit finding worksheets from the site visit to the FTP site within 10 calendar days 
of review completion. 

Negative Error Rate 
After receiving the audit finding worksheets from Telligen, MSLC updates its files and analyzes 
discrepancies between MDS data and findings from the medical record. MSLC sends the Summary 
Sheets to Telligen on a weekly schedule. All validation submissions uploaded on or before Wednesday 
morning of each week will receive a summary page or have clarifications requested within 10 calendar 
days (Friday of the following week). Any submissions uploaded after Wednesday morning will be 
reviewed the following week. 

The Summary Sheet includes each assessment that had at least one unsupported MDS item, the change 
made to the MDS item based on the review, any change that occurred in the RUG group for the 
assessment, the overall error rate and the negative error rate. The overall error rate is calculated as the 
number of assessments where the RUG group changed (higher or lower) divided by the number of 
assessments in the sample. The negative error rate is calculated as the number of assessments where 
the CMI decreased based on the review, thus influencing the State’s payment methodology negatively, 
divided by the number of assessments in the sample.  

The overall error rate and negative error rate are calculated using the review samples for both the 
baseline audit and the expanded sample if necessary.2 

1 Note that the 90 day period in most cases will overlap multiple quarters and will not match the facility’s resident 
roster used for case mix calculation. 
2 MSLC does not update its resident roster database with this information and rates are not adjusted at this time. 

                                                           



 
 

Telligen sends the Summary Sheet and a letter related to the findings to the facility. Please see the 
template Summary Sheet in Addendum 1 as an example. 

• If no adverse findings are discovered, or the facility’s negative error rate is 20 percent or less, 
Telligen sends the facility a standardized “exit letter” and summary, with no further action for 
Telligen, MSLC or the facility. 

• If the facility is found to have a combined baseline and expanded audit negative error rate 
exceeding 20 percent, the MDS Penalty Audit is required (see next section). 

In the event of a negative error rate of greater than 20 percent, Telligen sends a facility-specific letter 
and summary to the facility. The facility-specific letter directs the facility to develop and submit a 
Corrective Action Plan (e.g., MDS training, improved documentation systems) and directs that 
documentation of the steps taken to address the Corrective Action Plan be made available during the 
MDS Penalty Audit. The facility is directed to implement the Corrective Action Plan to come into 
compliance with documentation requirements.  

MDS Penalty Audit 
When triggered by the negative error rate determined in the previous section, a penalty audit will be 
conducted to review the status of the corrective action plan and determine penalties, if necessary. This 
audit will be conducted approximately two months from the annual audit.3 Telligen requests a new set 
of files from MSLC and conducts the MDS Penalty Audit. The sample includes 100 percent of the 
occupied beds for Medicaid residents on the last day of the three-month period being assessed.  

Telligen completes the review and also collects and reviews the Corrective Action Plan implemented by 
the facility. Telligen uploads the audit finding worksheets from the site visit to the FTP site within 10 
calendar days of review completion. MSLC analyzes discrepancies and sends the Summary Sheet to 
Telligen (as noted in the MDS Annual Audit). 

The penalties shall encompass all of the following when the penalty audit is above the 20 percent 
negative error rate: 

• Penalty 1. The facility rate for the following two quarters is reduced by an average rate per CMI 
point based on the change in Medicaid CMI between the pre-audit CMI and the audit-based 
CMI.4 

• Penalty 2. The facility is charged the cost of the MDS Penalty Audit as a mass adjustment for 
future claims. The cost is equal to the established per review rate for MDS Validation in the 
Department’s contract with the Utilization Control Agent. 

In addition to the above penalties, the Department will formally submit documentation of its findings to 
the Office of Health Care Quality regarding the facility’s deficient record-keeping. 

3 Please see the addendum for the Sample Timeline. This timeline shows the quarters in which a facility will be 
audited if they continue to fail each audit. 
4 Please see the addendum for example percent decreases to get to an accurate rate. 

                                                           



 
 

The Penalty Audit is conducted approximately every 6 months until the negative error rate no longer 
triggers a penalty. Each subsequent penalty audit will be conducted during the first quarter in which the 
previous rate penalty is implemented. Please see sample timeline for clarification. 

When the facility comes into compliance, all prior penalties will continue until their intended end date 
(these will not be ended prematurely). No further penalties will be enforced. An annual audit will be 
conducted according to the annual schedule.  

Baseline Year of Implementation 
During the first year of MDS Validation, January 1, 2017 through December 31, 2017, reviews consisted 
only of the annual audit and a follow-up expanded audit. The penalty audit was not conducted.  

As of January 1, 2018, this guidance, sample timeline and regulations are in full force. 

Appeals 
The provider may appeal the imposition of a penalty to the Office of Administrative Hearings.  
Instructions for requesting appeals will be provided when a penalty is proposed.  

Change of Ownership 
Buyer and seller negotiate who is responsible for the penalty and continue to apply the penalty until 
lifted. Following a change in ownership (CHOW), Penalty 1 applies to the new owner. The mass 
adjustment based on Penalty 2 will be enforced against the owner as of the date of the audit. 

 

  



 
 

Addendum 1 Summary Sheet Example 

 

 

  



 

Addendum 2 Sample Timeline 

  



 

Addendum 3 Penalty Audit Rate Reduction 
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