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Re:  Report 98-F-49

Dear Mr. McGuire:

Pursuant 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 reviewed the actions taken by
officials of United HealthCare Corporation (UHC), as of January 7, 1999, to implement the
recommendations included in our prior audit report 95-S-88, Coding Fragmentation Review Program
(Surgical Claims).  This report, issued April 14, 1997, focused on UHC’s payment of certain surgical
claims. 

Background

The New York State Health Insurance Program (Program) provides coverage for
hospitalization, surgical services and other medical expenses for over 750,000 active and retired State
employees and dependents.  The Program also covers over 280,000 active and retired employees and
dependents of 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 Empire Plan (Plan) is the Program's primary health
benefit plan, providing services at a total annual cost of almost $1.6 billion.

The Plan's medical/surgical and major medical coverage is administered by UHC, which
processes all Plan claims at its facility in Kingston, New York.  During the three years ended
December 31, 1997, UHC paid over 20 million claims totaling almost $2.1 billion.

Health industry experts have cited widespread fraud and abuse as major reasons for rising
health care costs.  One category of fraud and/or abuse is coding improprieties, such as “coding
fragmentation” (or “unbundling”).  In this type of fraud, the health care provider bills separately for
the components of a complex medical procedure, as well as billing for the comprehensive procedure.
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In an effort to detect and prevent coding fragmentation, UHC officials established the Coding
Fragmentation Review Program (CFRP).  The CFRP, an addition to UHC’s claims processing system,
identifies medical procedures which are commonly unbundled and attempts to prevent improper
payments for these procedures.  The CFRP is divided into four main categories:  surgical, laboratory,
radiological, and general medical services.  Audit 95-S-88 addressed the surgical category and focused
on cases where the CFRP clearly defined procedure codes to be disallowed.

Summary Conclusions

In our prior audit report, we found that UHC’s claims approvers did not prevent or detect
numerous cases of coding fragmentation.  Although our analysis was limited to a subset of one of the
four categories of the CFRP (surgical claims), we estimated that, during the three years ended
December 31, 1994, UHC paid at least $865,000 in claims that should have been disallowed.  Our
conclusions were based on UHC’s own CFRP guidelines.  In addition, we hired a medical consultant
to assist us in determining the propriety of payments for selected complex cases.  We recommended
that UHC officials remit the $865,000 in improper payments and strengthen their claims payment
procedures to prevent or detect future cases of coding fragmentation.

In our follow-up review, we found that UHC officials continued to disagree with 224 of 316
sampled cases that we had determined to be improperly paid during our prior audit. Although the
officials had agreed that the remaining 92 sampled cases were improperly paid, they did not refund any
of the overpayments to the State. We maintain that the 316 sampled cases were paid incorrectly, and
the projected overpayment ($865,000) from these cases should be refunded to the State. Additionally,
the officials did not modify their claim payment procedures to prevent or detect future cases of coding
fragmentation. 

Summary of Status of Prior Audit Recommendations

UHC officials have not implemented our prior audit recommendations.

Follow-up Observations

Recommendation 1

Remit to the State improper payments of $865,444 resulting from coding fragmentation.

Status - Not Implemented

Agency Action - UHC officials continue to disagree with 224 of the 316 sampled cases cited as
overpaid in our prior audit report.  The reasons for UHC officials’ disagreement were included
in the prior audit report and the 90-day response. The officials have not changed their position
on these issues. However, although the officials agreed that 92 of the 316 cases were
improperly paid, they have not returned any of the overpayments to the State. 
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Recommendation 2

Enforce CFRP guidelines consistently, amending the guidelines when necessary.

Status - Not Implemented

Agency Action - As they stated in response to our prior audit report, UHC officials maintained that
they modified CFRP guidelines, as needed, to adjust to on-going changes in generally accepted
medical standards.  The officials added that they subject deviations from the CFRP guidelines
to additional medical review.  Thus, the officials believe that they are adequately enforcing the
guidelines. However, our follow-up review found minimal changes to UHC’s CFRP guidelines
and procedures despite the significant overpayments we identified in our prior audit.

Contributors to this report were Frank Russo, Ronald Pisani and Joel Biederman.

We would appreciate receiving your response to this report within 30 days, indicating any
action planned or taken to address any unresolved matters discussed in this report.  We wish to express
our appreciation to the management and staff of UHC for the courtesies and cooperation extended to
our auditors during this review. 

Very truly yours,

Kevin M. McClune
Audit Director

 
cc: Charles Conaway, Division of the Budget

George Sinnott, Department of Civil Service
M. Laurie Wasserstein, United HealthCare Corporation


