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Dear Mr. 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 compliance audit included claims paid by United HealthCare Services Corporation
(UHC) during the period January 1, 1991 through December 31, 1996.  Our objective was to
determine whether UHC properly applied Federal and New York State laws that limit provider
charges to Medicare beneficiaries.

Summary Results of Audit

We found that UHC paid numerous charges in excess of Federal and New York State limits.
We estimate that, during the six years ended December 31, 1996, UHC overpaid more than $4.7
million by not properly considering the Federal and State charge limits.  We recommend that UHC
remit these overpayments to the State.

We provided preliminary reports of our findings to Department of Civil Service (Department)
and UHC officials.  UHC officials disagree with most of our findings.  The Department has not taken
a position regarding our findings.  We have considered UHC officials’ comments in preparing this
final report.
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Background

The New York State Health Insurance Program (Program) provides coverage for
hospitalization, surgical services and other medical expenses for almost 750,000 active and retired
State employees and their dependents.  The Program also covers over 335,000 active and retired
employees and dependents of those local governmental units and school districts that elect to
participate.  The Department contracts with insurance carriers to provide all aspects of health
insurance coverage, and is responsible for managing and administering the Program.  The Plan is the
Program’s primary health benefit plan, providing services at an annual cost exceeding $1.4 billion.

The medical/surgical and major medical coverage is administered by UHC, which processes
all Plan claims at its facility in Kingston, New York.  UHC became the administrator for this coverage
after acquiring MetraHealth Service Corporation in June 1995.  MetraHealth was formed via a July
1994 merger of the health insurance businesses of Travelers, Inc. and Metropolitan Life Insurance
Company.  Prior to the merger, Metropolitan had been the original administrator of the Plan’s
medical/surgical coverage.  Throughout the corporate changes the Kingston, New York facility has
processed the Plan’s medical/surgical claims.  During the six years ended December 31, 1996, about
33 million claims totaling almost $3.9 billion were paid.

Medicare is a Federal health insurance program for people age 65 or older, and for people
who are disabled or who suffer from kidney failure.  Medicare is administered by the Health Care
Financing Administration (HCFA) of the United States Department of Health and Human Services.
Medicare hospitalization coverage (Part A) pays for the cost of inpatient hospital care and medically
necessary care in a skilled nursing facility, hospice, or home health care setting.  Medicare medical
insurance (Part B) pays most costs for doctors and outpatient hospital services, durable medical
equipment, and a variety of other services not covered under Medicare Part A.

Providers who accept Medicare assignment on Part B claims agree to accept the Medicare
approved amount as payment in full.  Medicare Part B approved amounts are based for the most part
on Medicare fee schedule amounts.  Section 1848 (g) of the Social Security Act, as amended by the
Omnibus Budget Reconciliation Act of 1989, limits the amount providers can charge Medicare
beneficiaries (that is, it sets Medicare’s Limiting Charge) for unassigned Part B claims when Medicare
is the primary payer.  Section 19 of the New York State Public Health Law (New York State’s
Balance Billing Law) further limits certain providers’ charges.  These laws became effective January
1, 1991.  Currently, the Federal and State limits are, respectively, 115 percent and 105 percent of
Medicare’s approved amount. 

Audit Methodology

To identify and quantify claims paid in excess of Federal or State limits, we designed
computer programs to extract claims from UHC’s computerized claims history files for which
Medicare was the primary payer and the Plan was the secondary payer.  However, this claims data
lacked certain Medicare information needed to determine whether UHC properly applied the Federal
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and State limits.  For example, the claims data UHC provided did not include Medicare’s approved
amount, or indicate whether the provider accepted Medicare assignment.  Therefore, since some of
these claims may have been paid correctly, we used a stratified statistical sample to estimate the
amount UHC incorrectly paid in excess of Federal and State charge limits. We reviewed the claims
in our sample to determine whether the charges were actually overpaid.

We did our audit according to generally accepted government auditing standards.  Such
standards require that we plan and do our audit to adequately assess those UHC operations which
are included within our audit scope.  Further, these standards require that we understand UHC’s
internal control system and review compliance with applicable laws, rules and regulations that are
relevant to the operations 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.

In planning and doing our audit, we considered UHC’s internal control system.  Our
consideration of the internal control system focused on controls related to claim payment decisions.

We use a risk-based approach when selecting activities to be audited.  This approach focuses
on those operations that we identified 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.

Overpayments

Using UHC’s claim history data for claims paid during the period January 1, 1991 through
December 31, 1996, we identified 2,665,459 charges for which Medicare was the primary payer and
the Plan was the secondary payer.  According to the claims data, the providers’ charges were not
reduced to the Medicare fee schedule, indicating the providers had not accepted Medicare
assignment.  Since some of these charges may have been paid correctly, we used a stratified statistical
sample to estimate the extent of overpayments.

We reviewed a sample of 769 charges.  For each sampled charge, we calculated the amount
that should have been paid if UHC had correctly applied Federal and State limits.  If both the Federal
and the State limit applied, we used the lower State limit.  Overall, we determined that 177 charges
in our sample were overpaid by $146,988.  As discussed below, 162 of these charges exceeded the
mandated limits, and the remaining 15 were the result of other related errors that came to our
attention during the audit.  We estimate that UHC overpaid at least 168,244 charges by at least
$4,712,429.
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Federal and New York State Charge Limits

In May 1991, UHC implemented a program to apply the Federal and State limits to claims
for which Medicare was the primary payer and the Plan was the secondary payer. This program was
designed to automatically calculate Medicare’s Limiting Charge, the cap for a claim, before paying
it.  However, UHC officials advised us that they suspended this program in September 1991, because
of various administrative concerns.  In January 1993, UHC began manually applying the Federal limit
when the information supporting the claim in the Explanation of Medicare Benefits (EOMB)
specifically identified the actual amount of the Federal limit.  UHC did not apply the State limit until
March 1995.

Of the 177 overpaid charges in our sample, 162 were overpaid by $133,466 based on
Medicare’s Limiting Charge or New York State’s Balance Billing Law.  UHC officials agree that 12
of the 162 claims were overpaid, because the EOMB specifically identified the Federal limit for these
12 charges.  However, UHC officials stated that their payment of the other 150 charges was justified
because of the various difficulties they encountered in implementing the program to apply the
mandated limits.  For example, the officials stated there was a lack of Federal and State enforcement
of sanctions against providers who billed above the charge limits.  Additionally, the officials stated
that the information on the EOMB was not always sufficient to determine whether the limiting charge
applied to a provider’s claim (for example, the limiting charge does not apply to durable medical
equipment claims), or to accurately calculate the limiting charge.

We disagree with UHC officials’ claim that the above arguments constitute a justification for
overpaying the providers.  First, government enforcement of sanctions against providers is not
relevant to UHC’s claims payment process.  Irrespective of governmental enforcement efforts,
insurance carriers need only reimburse claims at the proper rate according to the Federal and State
mandates.  The fact that UHC at first experienced some problems in applying the Federal and State
reimbursement limits does not warrant UHC’s abandonment of edits designed to comply with these
limits.  Such compliance is not optional.  Further, although the EOMBs may not have initially
contained certain data necessary to calculate the Federal limiting charge, the Federal government
made such information available to the medical community and to the insurance industry through
other means.  For example, HCFA provided all physicians with information such as their applicable
limiting charges.  HCFA also made this information available, on request, from its contract carriers
(insurance companies that process Medicare claims on behalf of HCFA).  Additionally, the more
restrictive State limiting charge was based simply on a fixed percentage of the Medicare approved
amount. This information was always available on the EOMBs. Finally, the State pays its health
insurance carriers to administer the claim payment process with a high degree of expertise and
accuracy.  The nature of the issues involved did not warrant the extended period of inactivity on the
part of this insurance carrier.
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Other Issues

Our sample included 15 charges that UHC paid in error for other related reasons, as follows:

! Providers who accept assignment from Medicare on Part B claims agree to accept Medicare’s
approved amount as payment in full.  We found that five charges were overpaid by $7,438.55
because the provider accepted assignment from Medicare, but UHC did not properly limit the
provider’s charge to the Medicare approved amount.

! The Plan’s contract states “...Covered Medical Expenses will be reduced by the amount paid
by Medicare.”  We found three charges were overpaid by a total of $1,117 because UHC did
not reduce the covered expense by the correct Medicare payment.

! Under Medicare rules, beneficiaries are not liable for certain denied charges.  For example,
charges denied by Medicare as not medically necessary are not the responsibility of the
Medicare beneficiary.  We found that UHC inappropriately paid providers for six charges
totaling $4,160.  In each case, Medicare had denied the claim and provided documentation
stating the patient was not liable for the charges.

! When a Plan enrollee retires, Medicare becomes the primary payer of Medicare expenses for
all Medicare-eligible persons covered under that enrollee’s account.  We found that one
charge was overpaid by $806 because UHC paid as the primary insurer when Medicare was
the primary insurer.  Although the claim form indicated that the enrollee was retired, making
Medicare the primary insurer, Medicare incorrectly denied the claim.  UHC then incorrectly
paid the claim as the primary insurer.

Recommendations

1. Remit to the State overpayments of $4,712,429.

2. Consistently and properly apply Federal and State laws regarding payments for Medicare
beneficiaries.

Major contributors to this report were William Challice, Frank Russo, Ronald Pisani, Pamela
Matthews, and David Fleming.

We would appreciate receiving a response to the recommendations made in this report within 90
days, indicating any action planned or taken to implement them.
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We wish to express our appreciation to the management and staff of UHC for the courtesies and
cooperation extended to our auditors during this examination.

Yours truly,

Carmen Maldonado
Audit Director

cc: Robert L. King
G. Sinnott


