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Dear Mr. Wheeler:

According to the State Comptroller’s authority as set forth in Article V, Section 1 of the
State Constitution and Article II, Section 8 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 financial-related/compliance audit included claims paid by United
HealthCare Service Corporation (United HealthCare) during the three-year period ended
December 31, 1997.

A. Background

The New York State Health Insurance Program (Program) provides coverage for
hospitalization, surgical services and other medical expenses for over 758,000 active and retired
State employees and dependents.  The Program also covers over 287,000 active and retired
employees and dependents of local governmental units and school districts that elect to participate.
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 exceeding $1.6 billion.  United HealthCare provides the Plan’s
medical/surgical and major medical coverage.  During the three year period ended December 31,
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1997, United HealthCare paid over 20 million claims totaling over $2 billion and charged the Plan
over $270 million in administrative expenses.  Empire Blue Cross and Blue Shield (Empire Blue
Cross) provides the Plan’s hospitalization coverage.  During the three year period ended
December 31, 1997, Empire Blue Cross paid over 1.9 million claims totaling over $1.5 billion
and charged the Plan over $76 million in administrative expenses.

Empire Blue Cross contracts with hospitals to provide the Plan’s hospitalization and related
expense coverage.  Prior to the inception of the Plan, Empire Blue Cross negotiated unique
contracts (global reimbursement contracts) with all but a few hospitals located in the lower 15
counties of New York State.  These contracts differ from Empire Blue Cross’s standard
hospitalization contracts in that the inpatient reimbursement rates include coverage for certain
physician services when rendered by radiologists, cardiologists, pathologists and emergency
medicine physicians.  In 1997 Empire Blue Cross entered into new global reimbursement contracts
with its downstate member hospitals.  The new contracts include fewer physician services.  In
addition, Empire Blue Cross signed a global reimbursement contract with an additional hospital
not previously reimbursed in this manner.  Overall, the 1997 global reimbursement contracts
resulted in minimal changes from the existing contracts. 

To ensure that United HealthCare does not pay for physician services already included in
the global reimbursement contracts, Empire Blue Cross has periodically provided United
HealthCare with information describing the services included in these contracts.  United
HealthCare uses this information to develop its own claim processing policies and procedures to
prevent the inappropriate payment of global reimbursement claims.

In 1998, United HealthCare participated in a “1997 Global Reimbursement Project” to
identify 1997 charges that it paid which were already included in Empire Blue Cross’s hospital
payments.  Empire Blue Cross provided United HealthCare with inpatient claims data to facilitate
this project.  However, we found that the criteria United HealthCare used to identify the 1997
population of potentially overpaid claims was not complete and could not be relied on to identify
all improperly paid charges for this period.  In addition, cost recoveries from this project have
been minimal.

In a prior audit issued on June 17, 1993 (Report 93-S-49 - Inadequate Coordination of
Benefits Resulted in $2.75 Million in Empire Plan Overpayments), we identified issues similar
to those covered by our current audit.  In the prior audit, we detailed the services included in these
contracts. We also recommended improvements to the claims coordination process such as
continuous communication and routine data exchange between carriers, to ensure the proper
payment of future charges.  However, our current audit shows that our recommendations to
improve the claims coordination process were not fully implemented and few additional corrective
actions were taken, in the six years since our prior report was issued.  Additionally, our current
audit found that the annual dollar amount of improper payments has actually increased since our
prior report was issued.
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Department officials informed us that they included language in a new hospitalization
Request For Proposal (RFP) which may eliminate future hospital global reimbursement billing
problems.  The RFP, which was issued on July 29, 1999, requires elimination of certain physician
services from the hospital global reimbursement contracts, and allows for separate billing of these
services through the Plan’s medical/surgical and major medical carrier.

B. Audit Scope, Objectives and Methodology

We audited United HealthCare’s payments of hospital-related physician services during the
three year period ended December 31, 1997.  The primary objective of our financial-
related/compliance audit was to determine whether duplicate payments were made by United
HealthCare for physician services that were already included in Empire Blue Cross’s hospital
contract payments.

We designed computer programs for the purpose of identifying charges paid by United
HealthCare for hospital-related services already included in Empire Blue Cross’s hospital
payments.  Medical specialty information is critical in determining whether separate payments for
services are appropriate since only services provided by physicians with certain specialties are
included in the global reimbursement contracts. However, the claims history data provided by
United HealthCare does not contain provider specialty information.  This is a key reason why we
selected a statistical sample of potentially duplicate charges. To determine whether charges were
properly paid and to quantify the extent of any duplicate payments, we reviewed the sampled
charges with United HealthCare, Empire Blue Cross and Department officials.

We did 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 such other auditing procedures as we consider necessary in the circumstances.  An
audit also includes assessing the estimates, judgments and decisions made by management.  We
believe that our audit provides a reasonable basis for our findings, conclusions and
recommendations.

We use a risk-based approach when selecting activities to be audited.  This approach
focuses our audit efforts 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.
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C. Results of Audit

We found that United HealthCare officials need to improve their company’s procedures
for coordinating the payment of hospital-related charges with Empire Blue Cross.  We estimate
that United HealthCare paid between $3,508,000 and $4,045,000 (with a midpoint of $3,776,000)
for physician services that were already included in Empire Blue Cross’ hospital payments during
the three year period ended December 31, 1997.   

We provided a preliminary report of our audit findings to United HealthCare officials, and
considered their comments in preparing this report.  Although the officials acknowledge the
duplicate payments we identified, they cited various reasons, as detailed later in this report, for
not accepting responsibility for some of these errors.  Department officials generally agree with
our findings.  However, Department officials stated their belief that the audit scope should not
include 1997 claims since United HealthCare participated in a project to review these claims.
However, as previously stated, we included these claims since the criteria United HealthCare used
to identify the 1997 population of potentially overpaid claims was not complete and recoveries
from this project have been minimal, amounting to only $50,672.

United HealthCare’s management maintains a claims processing system which includes
edits to ensure that claims are properly paid.  A properly functioning claims processing system
should include edits to detect and prevent duplicate payments among insurance carriers.
Establishment of such edits requires adequate communication and data exchange among carriers.
This is especially important in the Plan, which is comprised of multiple carriers with independent
claim processing systems.  We found that United HealthCare’s claims processing edits and other
coordination provisions are not adequate.  As a result, United HealthCare made duplicate
payments for physician services that were already included in Empire Blue Cross’s hospital
payments. The following are key reasons why United HealthCare made separate, and therefore,
duplicate payments.

C Claim approvers are not adequately trained to prevent the improper payment of globally
reimbursable charges.  We found that approvers paid charges although these charges
should not have been paid according to United HealthCare’s own global reimbursement
guidelines.

C United HealthCare’s process to prevent payment of global reimbursement charges is
predominantly manual and, thus, is subject to human error.  We found that United
HealthCare’s edit system includes only one automated edit designed to identify such
charges; this edit flags only charges for emergency related services.  These charges, once
flagged, are still subject to a manual review process, which can result in improper
payments. 

C United HealthCare improperly paid claims because the physicians indicated that medical
services were provided in an office, although the enrollees were actually hospitalized.
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This situation emphasizes the need for improved procedures for exchanging data between
the Plan’s carriers.

C Even though Blue Cross had provided the necessary information, United HealthCare’s
global reimbursement guidelines were incomplete.

For the three year period ended December 31, 1997, we identified 48,955 charges totaling
$4,820,264 that were potentially duplicate payments.  Based on the results of our review of 170
sampled charges, we estimate with 95 percent confidence, that United HealthCare improperly paid
between $3,508,000 and $4,045,000 (with a midpoint of $3,776,000) for physician services that
were already included in Empire Blue Cross’s hospital payments.  These duplicate payments are
the result of either approver errors, weaknesses in United HealthCare’s edit and data exchange
processes, or United HealthCare’s incomplete guidelines.  We also note that United HealthCare
had six years, since our prior audit, to implement procedures to improve its ability to properly pay
these charges.

Of the 170 sampled charges, we found that 137 were improperly paid. United HealthCare
officials accepted responsibility for 90 of the 137 improperly paid charges since these improper
payments were due to its approvers’ failure to apply existing guidelines.  Although United
HealthCare officials generally agreed that the remaining 47 charges in our sample were improperly
paid, they would not accept responsibility for them and provided the following information
concerning these charges:

A)  United HealthCare officials responded that their payment of 32 charges was
appropriate since there were no indications on the claim form that patients were hospitalized. We
found that the information which United HealthCare relied on to adjudicate these charges was
inaccurate.  For 27 of these charges, the physicians indicated on the claim forms that services
were provided in the physician’s office.  However, the patients were hospitalized when these
services were provided.  Since United HealthCare had not obtained the information from Empire
Blue Cross necessary to determine that these patients were hospitalized (e.g., hospital inpatient
data), United HealthCare improperly paid these charges.  The other five charges involved similar
situations where routine data exchange would have helped to detect the improper payments.

B)  United HealthCare officials responded that seven charges were appropriate since they
were not aware these medical procedures were included in Empire Blue Cross’s hospital payments.
However, Empire Blue Cross officials confirmed that these codes had been included in the global
reimbursement policy before the Plan’s establishment in 1986.  As such, United HealthCare had
sufficient time to become aware and to implement procedures to prevent the payment of charges
for these codes.  Additionally, United HealthCare officials never verified the completeness of their
guidelines with Empire Blue Cross.  As a result, United HealthCare’s guidelines do not identify
all medical procedures that are included in Empire Blue Cross’s hospital payments.
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C)  United HealthCare officials responded that eight charges we identified were already
identified in the 1997 Global Reimbursement Project.  However, we found that United HealthCare
did not recover these charges from the physicians who were paid twice.  (United HealthCare
recovered only $50,672 from the entire 1997 Global Reimbursement Project.)  As stated
previously, the criteria United HealthCare used to identify the 1997 population of potentially
overpaid claims was not complete and could not be relied on to identify all globally reimbursable
charges for this period.  Therefore, we included these charges in our audit scope. 

Although United HealthCare officials responded that “...the overall 1997 changes to the
global reimbursement policy were minimal...,” the officials list a number of instances where they
stated their belief that Empire Blue Cross provided “incomplete, conflicting or untimely
information” concerning the global reimbursement policies.  It is this information that United
HealthCare officials suggest is the cause of its inability to properly pay globally reimbursable
charges.  However, our analysis of the population of potentially overpaid claims shows that only
$39,761 of the over $4.8 million was impacted by the 1997 contract changes, which represents
the amount paid to physicians providing services at the one hospital that signed a global
reimbursement contract for the first time in 1997.  As such, most of the inappropriate payments
United HealthCare made were not the result of the new contracts or the lack of policy and
procedural information provided by Empire Blue Cross.
  

United HealthCare officials also informed us that they continually evaluate their claim
approvers  and provide formal training and skill refreshers on a regular basis.  However, since
90 of the improper charges we identified resulted from the approvers’ inability to apply existing
guidelines, it appears that United Health Care should reevaluate its training policy as it relates
specifically to global reimbursement issues.  Additionally, United HealthCare officials responded
that they have incorporated all updates and changes to their global reimbursement guidelines, and
that they continue to seek clarification and suggest system enhancements to more accurately pay
charges.  However, since we identified improper charges resulting from incomplete guidelines,
we believe that United Health Care should reevaluate its guidelines to address weaknesses
identified in our audit.

Recommendations

1. Review the claims in the audit population.  Recover payments made for physician services
that were already included in the Empire Blue Cross hospital payments and remit these
recoveries to the Plan.

2. Evaluate and improve training procedures related to global reimbursement issues to
minimize approver payment errors.  

3. Improve procedures for coordinating claims affected by Empire Blue Cross’s global
reimbursement policy.  For example, confirm existing global reimbursement guidelines with
Empire Blue Cross officials and exchange data with Empire Blue Cross on a timely and
routine basis.
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44. Consider additional computerized edits to identify potential payment errors.  For example,
develop edits to flag claims with certain medical procedures, provider specialty and
location information.  Additionally, consider matching claims with inpatient data obtained
from Empire Blue Cross.

Major contributors to this report were Lee Eggleston, 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.

Yours truly,

Kevin M. McClune
Audit Director

cc: Charles Conaway, Division of the Budget
George Sinnott, Department of Civil Service
M. Laurie Wasserstein, United HealthCare Service Corporation
Dr. Michael A. Stocker, Empire Blue Cross Blue Shield
Josephine Hargis, Empire Blue Cross Blue Shield


