
Managed Care Payment Compliance Review
The Bottom Line

An Interview with Timothy M. Alfaro

Overview

Reimbursement methodologies have taken many forms, from simply
paying the billed charges to detailed and complex managed care
contracts, and finally, capitation agreements. A historical
perspective will provide some insight into the evolution of such
detailed managed care contracts and capitated agreements.

In the past, providers billed commercial insurance carriers for
services rendered and were paid the amount that was billed. This
fostered the notion that to increase revenues, the provider simply
needed to increase his charges. In an effort to curb the escalating
costs brought on by these increases, the insurance industry
responded by discounting the charges submitted. This was
acceptable to providers, particularly if an increased amount of
business would be sent their way. Revenue enhancement was then
achieved through increased utilization, as well as by further
increases in charges, As utilization soared, attempts to limit lengths
of stay in conjunction with shifting services to less expensive
settings were implemented. The emergence of DRGs was seen as an
attempt to limit costs for Medicare services. The ongoing incentives
for providers to increase revenues throughout all of these changes
was to increase inpatient admissions, and to continue to increase the
charges for their services.

Because per diem and case rates have flattened out and even
sometimes decreased, providers have sought new arrangements for
sources of revenue. Managed care payment compliance audits are
both significant revenue enhancement opportunities and provide
educational vehicles for the future.

Managed Care Payment Compliance Review

This type of review focuses on inpatient and outpatient accounts
from managed care and commercial payers. The process begins by
analyzing your managed care contracts and capitated agreements,
then comparing payments received from the third party payers with
payments that should have been received.

This article reflects our experiences during various completed
engagements and concentrates on the frequently asked questions and
concerns among providers. This article focuses on what to expect
and how to avoid potential roadblocks during a managed care
payment compliance review.

What are the goals and or objectives of a
Managed Care Payment Compliance Review?

There are primarily four objectives and a common goal, they are:

Obiective 1: Identify Underpayments

Obiective 2: Collect Cash

Obiective 3: Train hospital staff to identify and collect
under-payments, and prevent such underpayments from occurring in
the future.

Obiective 4: Strengthen and enhance future contract negotiations
for the provider.

Goal: Identifv the Cause and Effect Relationshio - The main
purpose of a managed care review is to reduce a facilities
underpayment error rate to a level of one percent or less and to
reduce the likelihood of future occurences.

What facilities ire at risk?

The two main issues are contract compltk~ and service cotqdexi~.
Both the degree of complexity contained in your contractual
arrangements frequency with which the hospital performs such
services as transplants, cardiovascular, orthopedic, and other high
dollar procedures, create increased opportunities for underpayment.
The following list of factors increase the risk of underpayment:
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Managed Care Business - 20% or more
Multiple Case Rates
Multiple Per Diems
OutlierslStop  Loss Provisions
Cardiovascular Surgery Rates
Cam/Percutaneous  Transluminal Coronary Angioplasty
(PTCA) Rates
Silent HMOlpPO Organizations
Minimum/Maximum Reimbursement Clauses
Rate Structure Linked to Clinical Diagnosis or Procedure
“Carve Guts” for Prosthetics, Orthopedics, Pharmaceuticals,
and Transplants
Fragmentation of Job Duties Within Patient Accounting

Continued on page 6
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Managed Care
Continuedfrom page 5

Why can’t our Patient Accounting Department
identify and collect these underpayments?

Some can and do. However, most Patient Accounting departments
are swamped and are forced to focus on posting payments in order
to reduce their current level of days in receivables. The following
reasons help to explain why it is next to impossible for most Patient
.c\ccounting  departments to thoroughly track their underpayments:
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No Automated Calculation of Expected Reimbursement
Decentralized Audit of Payments

Loose Controls Over Contractual Adjustment Processing
Understaffed
Decentralization Between Contracting Department and
Various Financial Areas
Lack of Automated Management Reports

Why do Managed Care Payers make errors?

Managed care payers make errors for a variety of reasons, including:

+ Contract Language Inconsistent With Billing Language
+ Critical Rate Information Does Not Appear on the Bill
+ Identification and Interpretation of “Carve-Outs” is Difficult
+ Multiple Account Admissions
+ Policy is to Default to the Lesser Rate or a Per Diem Rate

What types of underpayments errors occur, and
what is the percentage of each?

Based on our experience, the graph below identifies where
underpayment errors are typically identified along with the
percentage of each error based on our completed engagements. No
matter what part of the country--North, South, East, or West, the
errors exist. Most managed care payers are guilty in one fashion or
another.
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I spent significant dollars on managed care software.
What can a review do for me? Doesn’t my software
identify all the underpayments?

Most managed care software is unable to load each and every
contract nuance and payment parameter. Therefore. in order to
recoup the greatest percentage of all underpaid dollars,
supplementing managed care software with a manual audit is highly
suggested. The analysis below illustrates the differences and
benefits:

Managed Care VS. ManaPed  Care
Software Professionals. Inc.

Systems oriented Process oriented

Excellent analysis of
“standard contracts”

Excellent analysis of A
contracts

No training to staff
offered

Feedback to. and training of
staff is an important
outcome

Software not compatible
with all Patient Account
systems

Can interface with all
Patient Account systems

Soffware  identifies, but
cannot follow-up on
accounts

Identifies and collects
underpaid accounts

Does not provide
comparison of contracts
within the local
marketplace

Provides data and strategies
for future contract
negotiations

What data do I need to perform this review?

In order to perform this type of project, the following data elements
and a copy of your managed care contracts would be required. This
data should include paid inpatient and outpatient accounts (open or
closed) for your managed care and commercial payers for the most
recent three-year period:
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Patient Name
Account Number and Social Security Number
Primary Insurance Carrier
Dates of Service
DRG Code
Procedure Codes (at least three)
Diagnosis Codes (at least two)
Total Billed Charges
Actual Reimbursement
Secondary Insurer
Secondary Insurer Reimbursement
Days by Type (ICU vs. Med/Surg)
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When you contact the payers, what type of response
should you expect?

Delicate and/or long lasting relationships may exist between the
provider and payer. When contacting the payer, you should utilize
a honey approach instead of vinegar. The payer should become your
friend and. therefore, help to resolve the underpayment issue much
easier and quicker.

However, in most instances, especially large dollar underpayments,
expect every excuse or possible roadblock known to man. Be
persistent and patient. You know you are correct and the money is
due your facility. Be prepared to invest a good deal of time and
effort in collecting your underpayments.

After you identify an underpayment, how successful
should you expect to be?

You should analyze an account thoroughly prior to contacting the
payer. First. calculate and determine how the payer arrived at what
to pay. Then identify the clause in the contract which gains you
additional reimbursement. Our experience suggests that the typical
collection rate should range between 90-95%.

What type of reporting structure do you provide and
how frequently?

Presented below is a listing of our standard reporting package. We
prepare and distribute these reports at least once every two weeks.
The cash posting list is prepared and distributed weekly. We prepare
these reports and whatever other reports the facility may require as
frequently as you desire. Each client is unique and special in their
own way. We work closely with each client to ensure maximum
reimbursement is being obtained.

+ Accounts Identified for Underpayment Follow-Up
+ Underpayments by Type of Error
+ Underpayments by Insurance Company
+ Cash Posting List
+ Managed Care Allowance Report
+ Managed Care Matrix - “Snapshot”
+ Market Analysis

After we complete this review, how do we insure that
we catch these errors in the future?

In-depth training of your Patient Accounting staff is critical to assist
you in identifying and recouping these underpayments. Another
popular alternative that many hospitals are finding very valuable is
outsourcing. These days, most facilities are unable to hire additional
FTE’s or relinquish current FTE’s necessary to perform an ongoing
review. The possible benefits of outsourcing are:

+ Identification and Recovery Process from individuals
trained in the methodology who know the various payer

“games”
4 ED1 Capabilities
4 No Additional or Current FTE’s Required
+ Monthly HMO/PPO  Allowance Reports
+ Training of Hospital Personnel by experts in the industry

How much money can we possibly be talking about?

There is a lot of money that can be recovered through an efficient
managed care audit. National underpayment averages range from
four to thirteen percent of your total managed care revenue. Every
bit of your recovered dollars go directly to the bottom line.

Final Comments:
Any hospital over 300 acute care beds with total gross revenue of
$250,000,000  or more needs a review. This money is yours, why
not recover what is rightfully owed to you? This audit is just as
important as an annual financial audit. It also prepares your facility
for the future. Managed care is the here. now, and the future of
healthcare.

Timothy M. Alfaro is Executive Vice President of Managed Care
Professionals, Inc., in Ballwin,  MO.
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