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Dear Dr. McGuire:

According to the State Comptroller’s authority as set forth in Section 1, Article V of the State
Constitution and Section 8, Article 2 of the State Finance Law, we audited selected medical claims
processed on behalf of the New York State Health Insurance Program’s Empire Plan (Plan).  The
scope of our performance audit was a review of claims paid by United HealthCare Corporation
(United HealthCare) during the three-year period ended December 31, 1996.

A. Background

The New York State Health Insurance Program (Program) provides coverage for
hospitalization, surgical services and other medical expenses for over 757,000 active and retired State
employees and their dependents.  The Program also covers over 281,000 active and retired employees
of local governmental units and participating school districts, as well as the employees’ dependents.
The Department of Civil Service (Department) contracts with insurance carriers to provide all aspects
of health insurance coverage, and is responsible for managing and administering the Program.  The
Empire Plan (Plan) is the Program's primary health benefit plan, providing services at a total annual
cost of almost $1.6 billion.  United HealthCare provides the Plan’s medical/surgical and major
medical coverage.  During the three-year period ended December 31, 1996, United HealthCare paid
over 17.8 million claims totaling over $2 billion and charged the Plan over $280 million in
administrative expenses. 
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According to generally accepted medical billing practices, certain surgical procedures include
the surgery and normal, uncomplicated follow-up care.  This concept is referred to as a "package"
for surgical procedures.  However, to be considered part of the surgical "package," the follow-up care
(evaluation and management services, including office visits, hospital visits and consultations)  must
occur within a predetermined number of days from the date of the surgery.  This is referred to as the
"global service" period. To identify global service periods for postoperative care, United HealthCare
relies on guidelines published by the McGraw-Hill Healthcare Management Group (McGraw-Hill).
These guidelines provide the global service period (the number of follow-up days) for each surgical
procedure code.  The payment for follow-up care provided during the global service period is
included in the payment for the surgical procedure.

These guidelines also provide for a  preoperative global service period which begins after the
decision for surgery is made.  United HealthCare further limits the global service period for
preoperative care to three days for a hospital visit and seven days for an outpatient or office visit.
The payment for surgery-related preoperative care, including evaluation and management services,
that occurs during the pre-operative global service period would also be included in the payment for
the surgical procedure.

B. Audit Scope, Objective and Methodology

  We audited United HealthCare’s payment of surgery-related claims during the three-year
period ended December 31, 1996. The primary objective of our audit was to determine whether
United HealthCare improperly paid for surgery-related services that were already included in the
payment for the surgical procedures.
              

Since payment for surgery-related evaluation and management services that occur during the
global service period is already included in the payment for the surgical procedure, we designed
computer programs to identify separate payments that were made for such services during our three-
year audit period.  Because United HealthCare officials cited factors, such as unrelated care, which
could make separate payments for these services appropriate, we selected a stratified statistical
sample of potentially improper claims.  We reviewed these claims with United HealthCare officials
both to determine whether the claims were properly paid, and to quantify the extent of any duplicate
payments.

We conducted our audit in accordance with generally accepted government auditing
standards.  Such standards require that we plan and perform our audit to adequately assess those
operations which are included within our audit scope.  Further, these standards require that we
understand the internal control structure and review compliance with the laws, rules and regulations
that are relevant to the operations which are included in our audit scope.  An audit includes
examining, on a test basis, evidence supporting transactions recorded in the accounting and operating
records and applying other auditing procedures we consider necessary in the circumstances.  An audit
also includes assessing the estimates, judgments and decisions made by management.  We believe that
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our audit provides a reasonable basis for our findings, conclusions and recommendations.

Our consideration of the internal control structure at United HealthCare focused on
administrative controls, which we define as the procedures concerned with the decision-making
processes leading to management’s authorization of transactions.  Specifically, these controls relate
to claim payment decisions involving surgery-related claims.  Our audit identified improvements
needed in the area, which we further describe in the “Payments for Evaluation and Management
Services Already Included in Payments for Surgical Procedures” section of this report.

We use a risk-based approach when selecting activities to be audited.  This approach focuses
on those operations that we identify through a preliminary survey as having the greatest probability
for needing improvement.  Consequently, by design, we use finite audit resources to identify where
and how improvements can be made.  Thus, we devote little audit effort to reviewing operations that
may be relatively efficient or effective.  As a result, we prepare our audit reports on an “exception
basis.”  This report, therefore, highlights those areas needing improvement and does not address
activities that may be functioning properly.

C. Results of Audit

We found that United HealthCare officials need to improve the company’s procedures for
paying surgery-related claims.  As a result of procedural weaknesses, United HealthCare paid at least
$1,726,484 for surgery-related services that should have been covered in the payments made for
surgical procedures.  

We provided a preliminary report of our audit findings to United HealthCare officials.  We
considered their comments in preparing this report.  United HealthCare officials disagree with most
of our findings.

Payments for Evaluation and Management Services Already Included in Payments for
Surgical Procedures

United HealthCare’s management maintains a claim processing system to provide
accountability for Plan claims.  The claim processing system includes computerized and manual edits
to ensure that claims are properly paid.  However, United HealthCare’s system does not have edits
to identify certain surgery-related procedures, and other computerized and manual edits do not always
work as intended.  As a result, we found that United HealthCare made duplicate payments for
evaluation and management services that were already included in the fees for the related surgical
procedures.  

The following examples illustrate the evaluation and management services claims for which
United HealthCare made separate, and therefore, duplicate payments.   For one claim, United
HealthCare incorrectly paid for surgery-related pre-operative hospital care that was included in the
payment for the surgical procedure.  Since United HealthCare’s edit system is not designed to identify
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surgery-related services that are paid prior to the surgery, United HealthCare incorrectly paid this $45
claim.  For another claim, United HealthCare incorrectly paid for related office services rendered
during the global service follow-up period for the surgical procedure.  Charges for these office
services were already included in the payment for the surgical procedure.  Since the claim approver
did not properly identify these office services as surgery-related, United HealthCare incorrectly paid
$64 for the claim.

For the three-year period ended December 31, 1996, we identified 114,615 claims totaling
$6,149,718 that were potentially overpaid.  Because United HealthCare officials cited reasons, such
as unrelated care, which could make some of the claims appropriate, we reviewed a stratified
statistical sample of claims with United HealthCare officials.  Based on the results of our review of
283 sampled claims, we estimate, with 95 percent confidence, that United HealthCare improperly paid
at least $1,726,484 for evaluation and management services which were already included in the
payments for related surgical procedures.  Since these overpayments are the result of either
weaknesses in automated edits or approver errors, United HealthCare should return the overpayments
to the Plan.  Of the 283 sampled claims, we found that 83 were improperly paid, as described below.

a)  United HealthCare officials agree that 20 claims were improperly paid, since the payments
for these claims were already included in the payments for the related surgical procedures. 

b)  According to generally accepted global service guidelines, care must be provided within
the “global service” period and be related to the surgical procedure to be considered part of the
surgical procedure.   For 13 claims we identified as overpayments, United HealthCare officials stated
their belief that services provided are not surgery-related.  However, our review of claims history and
other medical information indicates that these claims are surgery-related and should not have been
paid.  For example, regarding one claim, United HealthCare officials responded that separate payment
for a pre-operative office visit was allowed since the visit was not related to the surgical procedure.
The surgical procedure was “treatment of a slipped femoral by pinning.” The claim for the pre-
operative office visit included as the primary diagnosis code “non-traumatic slipped upper femoral,”
as well as an unrelated secondary diagnosis code.  Although this additional unrelated secondary
diagnosis code was present, the primary diagnosis code, which indicates the main reason for the visit,
is clearly related to the surgical procedure.  Therefore, in our judgment, this claim should not have
been paid.

c)  When Medicare is the primary payer of benefits, United HealthCare pays the remainder
of the Medicare-approved amount regardless of whether the claim would otherwise be denied.  We
identified seven claims that were improperly paid since United HealthCare bypassed its global service
guidelines because Medicare was involved.  As detailed in our prior audit titled New York State
Health Insurance Program Coding Fragmentation Review Program (Surgical Claims), (Report 95-S-
88, issued April 14, 1997), United HealthCare should not disregard its edits simply because Medicare
approved the claim.  As we stated in our prior audit report, Medicare has been criticized for
inadequacies in its edit system.
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d) New York State’s contract with United HealthCare states that payments to non-network
providers cannot exceed the lesser of the billed amount or the “reasonable and customary” charge.
For 12 claims involving non-network providers, United HealthCare paid for surgery-related services
that were already included in the payment for the surgical procedure.  Instead of disallowing payment
for the surgery-related procedure, United HealthCare combined the amounts billed for both the
surgery and surgery-related procedures and compared this total to the “reasonable and customary”
fee for the surgical procedure.  By combining the billings, United HealthCare improperly paid for
surgery-related services that should have been disallowed, according to global service guidelines.  We
also questioned United HealthCare’s “reasonable and customary” practices in our prior audit.  In
response to that audit, United HealthCare officials incorrectly stated that these practices were in
compliance with the Plan’s certificate of insurance.

e)  According to global service guidelines, payments for surgical procedures include surgery-
related pre-operative care that starts after a decision for surgery is made.  For seven claims, United
HealthCare officials responded that the care provided was not included in the global service period
since the visit resulted in the decision for surgery.  However, in each case, the provider who billed
for the service did not use a procedure code modifier specifically designed to identify a visit that
results in the decision for surgery.  Additionally, United HealthCare officials did not provide other
documentation to support their position.  Thus, the seven pre-operative care payments were
improper.

f)  Global surgery guidelines indicate that the additional care provided must be related to the
surgical procedure to be included in the surgical billing.  For 11 claims, United HealthCare officials
responded that the care provided was for the treatment of an ongoing condition rather than the
surgical procedure, and thus could be billed separately.  However, United HealthCare officials did not
provide documentation to support their position.  In examining these claims, we found that the
purpose of the surgery in each of these cases was for the treatment of the ongoing condition.
Therefore, the related aftercare is appropriately included in the surgery billing.   We also found that,
in billing for these claims, providers did not use the procedure code modifier specifically designed to
identify unrelated care.  We excluded claims that included the appropriate procedure code modifier
from our findings.
 

United HealthCare officials also responded that two claims, which involved bone marrow
transplants, were properly paid since special guidelines exist for these transplant procedures.
However, the guidelines provided by United HealthCare refer only to post-operative care.  The two
claims in question were for pre-operative care.  Thus, these guidelines do not apply and these claims
were improperly paid.  

g)  For nine claims, United HealthCare officials either provided insufficient support for their
position, or their position differed from generally accepted global service guidelines.  For five of these
claims, United HealthCare officials responded that, since the care provided was categorized as critical
care, it could be billed separately.  However, according to generally accepted global service guidelines,
visits to a patient in a critical care unit are included in the payment for the surgical procedure.
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For two claims, United HealthCare officials responded that payments were proper since the
claims were for confirmatory consultations.  However, United HealthCare’s guidelines state that, “if
the physician the patient is referred to takes over care of the patient, such as performing surgery, this
physician is not entitled to consideration for a confirmatory consultation.”  In the case of these claims,
the physician to whom the patient was referred also performed the surgery.  Therefore, separate
confirmatory consultations should not have been billed.   

For another claim, United HealthCare officials responded that since post-operative care was
provided by an assistant surgeon, payment of the claim was appropriate.  However, United HealthCare
guidelines indicate that post-operative care provided by an assistant surgeon is not billable because the
benefits for these services are already included in the surgeon’s allowance for the surgical procedure.
Thus, this claim was improperly paid.  United HealthCare officials also informed us that they paid
another claim because another insurance company, which was the primary insurer, paid the claim first.
United Healthcare improperly paid the balance of this claim without applying its global service period
edits.

h)  For four claims, United HealthCare officials stated their belief that evaluation and
management services were properly paid since the surgical procedures performed were diagnostic
procedures. Although we agree that when diagnostic procedures are performed, related care is not
included in the surgical payment, we disagree that the procedures in question are diagnostic
procedures.  The American Medical Association (AMA) guidelines for medical procedure code billing
do not identify these procedures as diagnostic procedures.  In addition, the McGraw-Hill guidelines
indicate that these surgical procedures include up to 14 days of follow-up care.  When surgical
procedures are diagnostic, no follow-up days are listed.

During our audit, we found that the overpayments noted above resulted from several
underlying causes, as listed below.

! United HealthCare officials advised us that they do not require providers to use standard
procedure code modifiers when billing the Plan for medical procedures.  As previously
discussed, the use of such modifiers would enable United HealthCare to determine whether
pre-operative or post-operative services are related to the billed surgical procedures.

! Claim approvers made improper decisions when adjudicating surgery-related claims.  For
example, 22 post-operative claims were properly flagged by United HealthCare’s edits.
However, 14 of these claims were improperly paid because approvers inappropriately overrode
these edits.

! Design flaws in United HealthCare’s automated edit systems caused claims which violated
global service guidelines to be improperly paid without detection.  For example, 17 claims
were not flagged and were improperly paid because the services were rendered prior to the
surgery.  United HealthCare’s edits are not designed to identify pre-operative surgery-related
care.
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! Providers can circumvent United HealthCare’s global service edits by using certain billing
techniques to avoid detection by the claims processing system.  For example, in 11 cases,  the
providers did not submit the surgery claims until after claims for the related post-operative
services were processed.  Because United HealthCare’s global service period edits do not flag
services processed prior to receiving the surgery claim, these claims were not detected and
were improperly paid.

Recommendations

1. Remit the $1,726,484 paid for services that were already included in the payment for the
surgical procedure.

2. Enhance system edits to identify potential payment errors.

3. Improve internal controls to prevent claims approvers from improperly overriding global
service period edits. 

Major contributors to this report were Frank Russo, Ronald Pisani, Dennis Buckley and
Richard Thomas.

We would appreciate receiving your response to the recommendations made in this report
within 90 days, indicating any action planned or taken to implement them.

We wish to express our appreciation to the management and staff of United HealthCare for
the courtesies and cooperation extended to our auditors during this examination.

Very truly yours,

Kevin M. McClune
Audit Director

cc: Robert L. King, Division of the Budget
George Sinnott, Department of Civil Service
M. Laurie Wasserstein, United HealthCare Service Corporation


